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atorjJohn Heinz for information on the administration of section 999 of
the internal Revenue Code. Section 999 was enacted in 1976 primarily to
discourage participation in the Arab League’s economic embargo of
Israel. Section 999 required U.S. taxpayers to report their business
activities with boycotting countries and denied several tax benefits to

Thi7report responds to a September 13, 1990, request of the late Sen-

those who participate in unsanctioned international boycotts.

" Specifically, we were asked to determine whether (1) Internal Revenue
- Service (1Irs) agents examine routinely the 1rs Form 5713 (International

Boycott Report), which is used by taxpayers to report their business
activities in boycotting countries, and (2) there have been prosecutions
for failing to file, filing late, or filing false returns. We were also asked
to determine whether the boycott information provided by the Depart-
ment of Commerce, which administers the antiboycott amendments of
the Export Administration Act (EAA) of 1979, is utilized by IRS agents in
auditing section 999 issuesj,f

We were asked to examine the timeliness of Treasury boycott reports to
Congress and determine whether the reports can present more current
and detailed information on the administration of section 999, As
agreed, we also examined the extent of the loss of tax benefits associ-
ated with section 999 and the changes in reported boycott activity since
1976.

Our findings are summarized below. Appendix I provides a detailed
background of section 999 and describes important differences between
section 999 and the EAA. Appendix II shows trends in boycott activity
obtained from reports filed at 1rs, and Appendix III contains IrS Form
5713.

Background

Congress required Treasury to provide periodic reports with a “detailed
description” of the administration of section 999. Since 1976, Treasury
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has issued five boycott reports. The most recent report, issued in Feb-
ruary 1991, described boycott activity ending in 1986.

All taxpayers with operations in or with boycotting countries! must file
IRS Form 5713. In 1986, 2,104 taxpayers filed the form. A fine of up to
$26,000 and/or imprisonment of up to 1 year can be imposed for the
willful failure to report boycott-related activities.

Some of the taxpayers who file Form 5713 receive one or more requests
to engage in boycott activities as prerequisites of doing business in the
boycotting countries. The boycott activities, which are defined in
appendix I, include agreements to refrain from doing business with (1)
boycotted countries, such as Israel, (2) blacklisted U.S. companies
engaged in trade with Israel, or (3) companies whose owners or man-
agers are of a particular nationality, race, or religion. In 1986, 533 tax-
payers—25b percent of the filers of Form 5713—reported receiving a
total of 11,246 boycott requests. Of the taxpayers who received boycott
requests, only a small proportion actually reported agreeing to engage or
engaging in boycotting activities. In 1986, 44 taxpayers reported partici-
pating in a total of 1,450 boycott agreements.

Boycott participants can lose four types of tax benefits: (1) the foreign
tax credit on income taxes paid to boycotting countries, (2) the tax
deferral on the earnings of U.S. foreign subsidiaries, (3) the tax deferral
on certain income of interest-charge domestic international sales corpo-
rations, and (4) the exemption from tax of a portion of foreign trade
income of foreign sales corporations.

Results in Brief

IRS international examiners audit returns of some taxpayers who have
operations in boycotting countries. According to the 1991 Treasury boy-
cott report, tax audits of boycott issues involved an average of 350 tax-
payers in 1983 and 1984. We estimated that the audited returns were
approximately 11 percent of the Forms 5713 filed in those 2 years. We
did not find evidence of a taxpayer ever being fined or prosecuted for
filing late or not filing a Form 5713.

IRS examiners are provided boycott-related data by the Department of
Commerce. However, IRS is prohibited by law from providing confiden-
tial tax information to Commerce officials. The results of Commerce’s

IThe boycotting countries are Bahrain, Iraq, Jordan, Kuwait, Lebanon, Libya, Oman, Qatar, Saudi
Arabia, Syria, United Arab Emirates (UAE), and the Republic of Yemen.
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Objectives, Scope, and
Methodology

boycott investigations cannot be used as conclusive evidence of boycott
participation in tax audits because of the differences between the defini-
tions of boycott participation in section 999 and the EAA.!

Congress initially required Treasury to produce annual boycott reports
but in 1984 changed the requirement to every 4 years. According to an
IRS official, it is possible to issue boycott reports more frequently than
every 4 years, as was done before 1985. However, the IRS data made
available to Congress would still be at least 2 years old because of the
time required by IRS to process the information from Forms 5713 and to
audit returns of taxpayers who have operations in boycotting countries.

Although Congress required Treasury to provide a ‘“‘detailed descrip-
tion” of the administration of section 999, Treasury reports did not pro-
vide detailed information on the results of 1rs audits of boycott issues,
Also, the 1991 Treasury report did not contain information shown in
previous reports.

The estimated tax benefit losses of boycott participants appeared to be
small. Treasury estimated that in 1986—due to section 999—40 corpo-
rate boycott participants paid an average of $71,250 more in taxes.
Treasury reports, however, did not provide a detailed description of the
tax benefit losses of boycott participants by asset size and industry. We
found that most boycott participants were manufacturing companies
and that 26 of the 40 penalized corporations in 1986 had $1 billion or
more in assets.

The number of Forms 5713 filed was 1,462 in 1976, reached a zenith of

13,738 in 1981, and then decreased in 4 of the.5.years between 1982 and .

1986. There were 6,335 reported boycott requests in 1976, 17,439.in - -
1978, and 11,246 in 1986, Requests to refrain from doing business with
or employing individuals of a particular nationality, race, or religion
increased in every year since 1976, more than doubling from 498 in
1976 to 1,076 in 1986. Treasury statistics show that Iraq, Jordan,
Kuwait, Saudi Arabia, Syria, and the United Arab Emirates (UAE) were
responsible for more than 60 percent of total boycott requests and
agreements.

Our objectives were to determine

whether Irs officials audit tax returns of taxpayers involved in trade
with boycotting countries;
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IRS Examiners
Responsible for
Boycott Audits

whether there have been prosecutions for failing to file, filing late, or
filing false returns;

whether IRs officials use Commerce’s boycott information in their audits
of section 999 issues;

whether Treasury reports can provide more current detailed informa-
tion about the administration of section 999;

the level and distribution of tax benefits losses suffered by boycott par-
ticipants; and

the trends in reported boycott activities since 1976.

To address these objectives, we reviewed IrRS documents and interviewed
officials at Irs’ International Office and Mid-Atlantic Regional Office to
determine how returns of taxpayers with operations in boycotting coun-
tries are audited and how IRS examiners use Commerce’s boycott infor-
mation in their tax audits. We interviewed officials at 1rs’ Criminal
Investigations Office about prosecutions related to section 999, We
examined the legislative history of section 999 and interviewed Trea-
sury officials to identify changes in congressional reporting require-
ments, We interviewed officials at IRS’ Statistics of Income (so1) Division
to determine when the information on Form 5713 is available to Trea-
sury and what detailed information is available about boycott partici-
pants, including their tax benefits losses. We examined Treasury and
Commerce 1979 to 1991 boycott reports to determine trends in reported
boycott activity. We did not attempt to assess the reliability of 1rs data
because of time constraints. We interviewed private legal consultants
knowledgeable of boycott issues about the administration of the boycott
laws by Commerce and Treasury.

We did our work in Washington, D.C., and Philadelphia, Pa., between
October 1990 and February 1991 in accordance with generally accepted
government auditing standards.

The responsibility for auditing section 999 issues rests with IRS interna-
tional examiners. The examiners are supposed to follow the directions in
the International Boycott Audit Guidelines, which are part of the
Internal Revenue Manual. Two issues examined are (1) whether the tax-
payers who have operations in boycotting countries filed a Form 56713
and (2) whether boycott participants computed correctly the loss of tax
benefits on their tax returns. The findings of Irs international examiners
are sent to officials at the IRs International Office, who are responsible
for providing training and guidance on section 999 matters to
examiners.
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Use of Commerce
Information in IRS
Audits

According to the 1991 Treasury boycott report, IRS audits for fiscal
years 1983 and 1984 included an average of 350 taxpayers who filed
Forms 5713. For the same period, we estimated that the audited tax-
payers filed approximately 11 percent of the 2-year average of total
Forms 5713. The audits resulted in a total increase in tax liability of
$32,000 for 1983 and $1.8 million for 1984. The report did not provide
the reasons for the tax assessments or the characteristics of the audited
taxpayers.

At our request, IrS’ Criminal Investigations officials reviewed their
records for prosecutions related to section 999. They did not find evi-
dence of a taxpayer ever being fined or imprisoned for willfully failing
to report boycott-related activities. Officials at IRS’ International Office
and private legal consultants knowledgeable of boycott issues we inter-
viewed were not aware of any penalties or criminal prosecutions for
willful failure to file a Form 5713.

Taxpayers engaged in trade with boycotting countries are required to
follow the antiboycott amendments of the EAA as well as section 999,
Specifically, the EAA prohibited U.S. persons—individuals and busi-
nesses located in the United States and their foreign affiliates—from
refusing to do business with anyone because of a foreign boycott
demand and refusing to employ or otherwise discriminate against any
U.S. person on the basis of race, religion, sex, or national origin. The EAA
also prohibited the furnishing of information on the race, religion, sex,
national origin, or business relationships with boycotted countries or
blacklisted persons of any other U.S. person.

Commerce’s Office of Antiboycott Compliance gathers information from
U.S. persons, who are to report boycott requests quarterly on Form BXA
621-P, and conducts investigations of boycott activities independently
from IrS. Commerce makes its boycott findings available to the public
and to 1rS’ International Office, which sends it to IRS regional offices for
use in taxpayer audits. IRS, however, is prohibited by section 6103 of the
Internal Revenue Code from providing confidential tax information to
Commerce.
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Although section 999 and the EAA were designed to discourage participa-
tion of U.S. individuals and businesses in unsanctioned international
boycotts, there are several differences between them. The two laws
defined differently who is subject to them, the penalties for engaging in
boycott activities, and what constitutes boycott participation.

Section 999 applies to all activities of U.S. taxpayers in all countries,
including commercial activities in or between foreign countries. By con-
trast, the EAA only applies to the activities of U.S. individuals and busi-
nesses involved in the interstate or foreign commerce of the United
States. As a result of this difference, boycott activities of foreign
nationals employed by a U.S.-controlled foreign corporation in an
entirely foreign transaction may trigger section 999 tax benefit losses
but would not be subject to the EAA.

Section 999 penalizes boycott activity by denying tax benefits. However,
the loss of tax benefits is lessened in several ways. First, foreign taxes
would still be deductible on the tax return of the boycott participant.
Second, section 999 allows boycott participants to elect one of two
methods to compute the loss of tax benefits—the international boycott
factor method and the specifically attributable income and taxes method
(see app. II). Some boycott participants can select the method that
results in lower tax benefit losses. Third, many boycott participants
escape public criticism because the information on Form 5713 is confi-
dential tax information.

In contrast to section 999, the EAA explicitly prohibits boycott activity.
Moreover, Commerce can assess penalties independently of the U.S. tax
situation of boycott participants, and their identities can be released to
the public. The EAA provided for, among other administrative sanctions,
a maximum civil penalty of $10,000 per violation and denial of export
privileges.

According to section 999, boycott participation exists only if there is a
prior agreement to participate in boycott activity as a condition of doing
business in a boycotting country. The agreement can be implied from the
taxpayers’ activities. Although Treasury can discover a pattern of activ-
ities by the taxpayer that imply the existence of a prior agreement, such
an agreement must be proven to trigger tax penalties under section 999.
The EAA did not require the existence of a prior agreement. For example,
the EAA prohibited U.S. corporations from furnishing information to an
Arab boycotting country about their business relationships with Israel.
However, tax penalties would not be triggered under section 999 unless
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Congress Changed
Reporting
Requirement in 1984

Treasury Reports
Provided Limited
Boycott Data

there was a prior agreement to furnish the information as a condition of
doing business in the boycotting country.

Congress initially required Treasury to produce a boycott report every
year but changed the reporting requirement in 1984. Section 441(c) of
the Deficit Reduction Act of 1984 changed the annual reporting require-
ment to 4-year periods. Specifically, the section directed the Secretary of
the Treasury to transmit a report to Congress *‘as soon after the close of
each 4-year period as the data become available.” This amendment
applied to the fourth report, issued in April 1985, and the fifth report,
issued in February 1991, which covers the 4-year period ending in 1986.

Treasury is currently transferring the reporting responsibility to IRs.
According to IRrs officials, it is possible to issue the boycott report more
frequently than every 4 years, as was done before 1985. However, the
information in the boycott report would still be at least 2 years old
because of the time necessary to process Forms 5713 and to audit tax
returns.

Congress required Treasury to produce periodic boycott reports in order
to assess the effectiveness of section 999 “in discouraging participation
in or cooperation with international boycotts.” Congress specifically
required Treasury to provide the number of Forms 5713 filed, the
number of reported boycott participants, and a “detailed description” of
the results of the audits of taxpayers with boycott operations, including
the extent of unreported boycott activities uncovered by IRs audits and
the tax benefits denied as a result of Irs audits.

We &ound that Treasury reports did not provide detailed information on
the results of IRS audits of boycott issues, Also, the 1991 Treasury report
did not provide some information contained in previous reports.

The only reference to tax audit results in the 1991 Treasury report was
that “the IRS has completed audits for fiscal years 1983 and 1984. These
audits involved an average of 350 taxpayers who filed Forms 5713 and
resulted in an increase in tax liability of $32,000 for 1983 and $1.8 mil-
lion for 1984.” The report did not (1) provide an explanation for the
increase in tax liability from 1983 to 1984, (2) note whether any penal-
ties were involved for filing late, or (3) list the criteria for selecting the
audited returns. Also, no information was provided on the percentage of
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Tax Penalties
Appeared to Be Small

Initial Upward
Boycott Trends
Reversed, With Some
Exceptions

tax returns with Forms 5713 that were audited or the number of tax
returns found without Forms 5713 that should have had one.

We found that the information compiled by Irs’ soI Division is more com-
prehensive than the information provided to Congress in Treasury boy-
cott reports. For example, IRS data showed that in 1986 the majority of
boycott participants were manufacturing companies with $1 billion or
more in assets and that the method of computing tax benefit losses
varied by asset size.

We also found that the 1991 Treasury report did not provide some boy-
cott information contained in earlier reports. For example, the first
three reports showed the number of corporations filing Forms 5713 by
industry and by country of operation. The 1991 report did not.

Treasury reports did not assess the effectiveness of the tax penalties in
deterring boycott participation. However, the tax penalties appeared to
be small. Treasury estimated that its revenue from section 999 was
$2.85 million in 1986. A total of 40 corporations paid an average of
$71,250 more in taxes due to section 999 in 1986. Twenty-six of the 40
corporations had $1 billion or more in assets.

According to Treasury reports, the number of Forms 5713 filed
increased rapidly starting in 1976 and reached a maximum of 3,738
forms in 1981. From 1982 through 1986, however, the number of Forms
5713 filed went down. Taxpayers filed 2,104 Forms 5713 in 1986, the
lowest number since 1976. The 840 forms filed by corporations with
$100 million or more in assets were 44 percent of the forms filed in
1986.

In 1986, 25 percent—or 533 filers of Forms 5713—reported receiving a
total of 11,246 requests to engage in boycott activity. This was the
lowest number of total boycott requests since 1977. However, the
number of specific requests to refrain from doing business with or
employing individuals of a particular nationality, race, or religion more
than doubled from 498 in 1976 to 1,076 in 1986.

In 1986, only 44 taxpayers reported that they had agreed to participate

in 1,450 boycott agreements. These were the lowest numbers of boycott
participants and boycott agreements since the enactment of section 999
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Agency Comments

in 1976. Forty of the 44 boycott participants reported losing tax bene-
fits. Treasury statistics show that Iraq, Jordan, Kuwait, Saudi Arabia,
Syria, and UAE were responsible for more than 60 percent of boycott
requests and agreements. For all the boycotting countries except Saudi
Arabia and Syria the number of boycott agreements in 1986 was equal
to or higher than the number in 1976.

Since 1976, Treasury has issued several guidelines that have clarified
what constitutes a boycott activity. We found that the November 1979
Treasury guidelines affected the level of reported boycott activity in or
with Saudi Arabia. Before 1979, certain shipping and insurance condi-
tions in letters of credit agreements required by Saudi Arabia were boy-
cott-related and, thus, were reportable to Treasury. After Saudi Arabia
provided commercial reasons for its shipping and insurance require-
ments, Treasury amended its regulations to exempt the shipping and
insurance conditions from being reportable boycott activities in that
country. As a result, the number of reported boycott requests related to
shipping carriers and insurance agents originating in Saudi Arabia
decreased more than 50 percent, from 1,126 in 1979 to 508 in 1986.

Corporations constitute the majority of taxpayers who have agreed to
participate in boycotts. For every reported year from 1976 to 1986,
except 1982,2 the percentage of boycott agreements made by corpora-
tions hovered between 96 and 100 percent of total boycott agreements.
In 1986, all 40 boycott participants who reported a reduction in tax ben-
efits were corporations. Twenty-six of these corporate boycott partici-
pants had $1 billion or more in assets.

We discussed the contents of this report with agency officials, who gen-
erally agreed with the information we provided. Agency officials’ views
have been incorporated into this report where appropriate.

We are sending copies of this report to the Secretaries of Commerce and
Treasury, the Commissioner of Internal Revenue, and other interested
parties. We will also make copies available to others upon request.

ZIn 1982, 89 percent of boycott agreements were made by corporations.
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The major contributors to this report are listed in appendix IV. If you
have any questions, please contact me at (202) 275-6407.

Jennie S. Stathis
Director, Tax Policy and
Administration Issues
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Appendix I

Operation of Boycott Laws

Section 999 of the
Internal Revenue Code

During the mid-1970s Congress approved two laws to discourage U.S.
persons-—individuals and businesses—from participating in unsanc-
tioned international boycotts. These laws comprise the Ribicoff Amend-
ment to the 1976 Tax Reform Act and the 1977 amendments to the
Export Administration Act (EaA). The primary purpose of these con-
gressional initiatives was to discourage U.S. persons from participating
in the Arab League’s economic boycott of Israel.

The Ribicoff Amendment—found primarily in section 999 of the
Internal Revenue Code-—requires taxpayers to report their business
activities with boycotting countries on their tax returns and imposes tax
penalties on taxpayers who agree to participate in or cooperate with an
international boycott that is not sanctioned by U.S. law,

Taxpayers have an obligation to report to the Internal Revenue Service
(1rs) their operations in boycotting countries, any received requests to
participate in boycotts, and actual boycott agreements. Boycott
reporting is done on IRS Form 5713 (International Boycott Report). This
form is attached to, and made part of, the annual U.S. income tax
return. Willful failure to report boycott-related operations can result in
a fine of up to $25,000, imprisonment of up to 1 year, or both.

The tax penalties for participating in boycotts are the loss of (1) the
foreign tax credit on income taxes paid to boycotting countries, (2) the
tax deferral on the earnings of U.S. foreign subsidiaries in or with boy-
cotting countries, (3) the tax deferral on certain income of domestic
international sales corporations, and (4) the exemption from tax of a
portion of foreign trade income of foreign sales corporations (FsC).

Foreign Tax Credit

In general, U.S. citizens and residents are taxed on their worldwide tax-
able income. This condition can result in foreign income being taxed by
both the foreign government where the income is earned and the U.S.
government. To reduce this possible double tax burden, U.S. taxpayers
can claim a foreign tax credit on their U.S. tax return for income taxes
paid to other governments.

Taxes paid on boycott-related foreign earnings, however, are not eligible
for a foreign tax credit, although they still can be included as a deduc-
tion on the U.S. income tax return. A tax deduction reduces only taxable
income, but a tax credit is a dollar-for-dollar reduction of U.S. income

Page 16 GAO/GGD-91-105 Boycott Tax Code Provisions



Appendix I
Operation of Boycott Laws

tax liability. Consequently, it is generally more advantageous to credit
foreign taxes than to deduct them.

Tax Deferral

In general, U.S. businesses may choose to conduct foreign operations
through domestic or foreign corporations. The major tax advantage of
operating as a U.S.-controlled foreign corporation is that certain foreign-
earned income is generally not taxed by the United States until the
income is distributed to the shareholders. This advantage is known as
tax deferral.

Boycott-related foreign earnings, however, lose the benefit of deferral of
taxation. Rather, income earned in boycotting countries is deemed to
have been distributed by the U.S.-controlled corporations to U.S. share-
holders and, therefore, must be considered as current year taxable
income.

Tax Exemption of Foreign
Trade Income

To encourage exports, Congress exempted from taxes a portion of the
income earned by U.S.-controlled Fscs. rsCs that participate in an inter-
national boycott lose the tax exemption on the income earned in boycott-
related operations. Such income becomes taxable in the current year,
and foreign taxes paid on it do not qualify for the foreign tax credit.

Types of Boycotts

Not all forms of boycott participation trigger the tax penalties of section
999. U.S. tax law allows participation in boycotts sanctioned by U.S.
law, regulations, or an executive order. Participation in primary boy-
cotts, in which one country refuses to buy from or sell goods to another
country, is also permitted.

Secondary and tertiary boycotts, however, are penalized by section 999.
U.S. taxpayers engage in a secondary boycott if, as a condition of doing
business in the boycotting country, they agree to refrain from doing bus-
iness with a boycotted country, its nationals, and its businesses. In ter-
tiary boycotts, U.S. taxpayers refuse to do business with other U.S.
firms that have or have had dealings with the boycotted country.

Section 999 specifies two conditions that must be met before a taxpayer
is deemed to be a boycott participant. First, an agreement must exist
that specifies conditions for doing business with a boycotting country.
The agreement can be implied from the actions of the taxpayer. Second,
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the agreement must require the taxpayer to engage in one of following
five types of secondary or tertiary boycott activities.

Type 1, refrain from doing business with or in a boycotted country or
with the government, firms, or nationals of the boycotted country.
Examples of type 1 activities would be (1) an agreement not to use cap-
ital from a boycotted country in the production of goods to be exported
to a boycotting country and (2) an agreement not to license patents and
trademarks to nationals of a boycotted country in order to sign licenses
in a boycotting country.

Type 2, refrain from doing business with any U.S. person engaged in
trade within a boycotted country or with the government, firms, or
nationals of the boycotted country. Examples of type 2 activities would
be agreements to refrain from doing business with a blacklisted U.S.
company as well as agreements to pick subcontractors from a list that
excludes blacklisted companies. These latter agreements would not be
boycott activities if it can be shown that the companies were excluded
from the list for reasons not related to the boycott.

Type 3, refrain from doing business with a firm whose ownership or
management is made up, in whole or in part, of individuals of a partic-
ular nationality, race, or religion or to remove (or refrain from selecting)
directors of a particular nationality, race, or religion. An example of a
type 3 activity would be to provide a certificate stating that the board of
directors does not contain any boycotted country nationals.

Type 4, refrain from employing individuals on account of their nation-
ality, race, or religion. An agreement with an Arab country not to
employ Israeli nationals would be an example of a type 4 activity.

Type b, refrain from shipping goods on a carrier or insuring goods with
an entity owned, leased, or operated by a person not supporting the boy-
cott. A type 5 activity would involve a taxpayer who agrees not to ship
goods on a blacklisted ship.

Treasury guidelines provide two exceptions for goods exported to Saudi
Arabia. Treasury ruled that Saudi Arabia can require a certificate
stating that ships carrying goods are eligible to enter the ports of Saudi
Arabia and that insurers of goods have duly qualified and appointed
agents there. Treasury determined that those conditions were not boy-
cott-related and, thus, not reportable. For other boycotting countries,
however, those conditions are boycott-related and must be reported.

Page 18 GAO/GGD-91-105 Boycott Tax Code Provisions



Appendix I
Operation of Boycott Laws

These exceptions for Saudi Arabia resulted when a letter sent by the
Saudi Minister of Commerce to the Secretary of the Treasury explained
the commercial rationale behind these two requirements. The shipping
certificate was related to maritime matters such as the age and condition
of the ship, and the insurance certificate was required to facilitate deal-
ings with insurers by Saudi importers in the event of damage to insured
goods. The number of reported type 6 requests and agreements
originating in Saudi Arabia decreased since the issuance of the Treasury
guideline, as shown in tables I1.13 and 11.14,

Boycotting Countries

The Department of the Treasury publishes a list, which is updated quar-
terly, of countries that may require participation in or cooperation with
an unsanctioned international boycott. The countries included on this
list are Bahrain, Iraq, Jordan, Kuwait, Lebanon, Libya, Oman, Qatar,
Saudi Arabia, Syria, United Arab Emirates (UAE), and the Republic of
Yemen.

Tax Audits

International examiners located in IRS offices throughout the country are
responsible for auditing returns of taxpayers who have operations in
boycotting countries. The audits include examining whether a Form
5713 was filed by corporations that have operations in boycotting coun-
tries and checking whether boycott participants estimated correctly
their tax benefits losses. Audit results are to be sent to IRS’ International
Office, which is responsible for providing guidance for the conduct of
audits and for sending Commerce’s boycott-related information to IrS
regional offices.

According to the 1991 Treasury boycott report, IrS audits for fiscal
years 1983 and 1984 included an average of 350 taxpayers who filed
Forms 5713. These taxpayers filed approximately 11 percent of the 2-
year average of total Forms 6713 filed during that 2-year period. As a
result of the audits, the total tax liabilities of the taxpayers increased by
$32,000 for 1983 and by $1.8 million for 1984.

Treasury Boycott
Guidelines

Treasury has issued several sets of guidelines in question-and-answer
format related to section 999. These guidelines clarify the definitions of
boycott activities and boycott participation and help U.S. taxpayers deal
with boycott requests without violating section 999. For example, sup-
pose that a U.S. construction contractor is faced with the boycott
request to not hire individuals of Israeli nationality in a construction
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project in an Arab country. The U.S, corporation can instead propose to
require all job applicants to obtain a visa from the Arab government. In
this way the burden of discrimination is shifted to the boycotting
country.

The EAA

Taxpayers engaged in trade with boycotting countries have to follow
the regulations of Commerce’s Office of Antiboycott Compliance as well
as Treasury’s boycott regulations. The antiboycott amendments of the
EAA prohibited U.S. persons from complying with most foreign boycott
requirements and provided substantial penalties for violations.

Specifically, the antiboycott provisions of the EAA prohibited U.S. per-
sons from complying with an unsanctioned foreign boycott by doing or
agreeing to do the following:

refusing, or requiring any other person to refuse, to do business with
anyone pursuant to foreign boycott demands;

refusing, or requiring any other person to refuse, to employ, or to other-
wise discriminate against, any U.S. person on the basis of race, religion,
seX, or national origin;

furnishing information with respect to the race, religion, sex, or national
origin of any other U.S. person;

furnishing information about past, present, or prospective business rela-
tionships with boycotted countries or blacklisted persons;

furnishing information about whether any person is associated with or
involved in the activities of any charitable or fraternal organization that
supports a boycotted country; and

paying, honoring, confirming, or otherwise implementing a letter of
credit that contains any prohibited boycott condition or requirement.

Boycott participants are subject to, among other sanctions, a maximum
civil penalty of $10,000 per violation and denial of export licenses. All
U.S. persons must report received boycott requests quarterly to Com-
merce on Form BXA 621-P. The requests must occur in connection with
transfers of goods and services between the United States and a foreign
country, such as financing, forwarding and shipping, and certain other
transactions that may take place offshore.
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Both the EAA and section 999 were designed to discourage participation
in unsanctioned international boycotts. However, there are some differ-
ences between them, including (1) the persons and activities subject to
them, (2) the penalties for engaging in boycott activities, and (3) the
definitions of boycott participation.

Persons and Activities
Subject to the Antiboycott
Laws

Section 999 applies to all business activities of all U.S. taxpayers with
operations in or related to boycotting countries, Operations include
transactions that are wholly foreign in nature, such as shipping goods
between foreign countries, as well as those that involve exports from
the United States.

In contrast, the antiboycott provisions of the EAA apply only to U.S. per-
sons with respect to their activities in the interstate or foreign com-
merce of the United States. It should be noted that the House of
Representatives’ version of the original bill of the EAA contained a provi-
sion that would have made the boycott provisions applicable to all activ-
ities of U.S. persons, but it was rejected by Congress. As a result, actions
taken by foreign nationals employed by a U.S.-controlled foreign corpo-
ration in an entirely foreign transaction may trigger tax penalties but
would not be subject to the EAA’s antiboycott penalties.

Penalties for Engaging in
Boycott Activities

Section 999 penalizes participation in unsanctioned international boy-
cotts—by denying tax benefits—but does not prohibit it. Boycott par-
ticipants lose tax benefits only if they claim a foreign tax credit or
benefit from tax exemption or deferral on earnings in boycotting coun-
tries. The loss of the foreign tax credit is lessened by the fact that for-
eign income taxes are still deductible on the U.S. tax return. Moreover,
as shown in appendix II, section 999 allows certain taxpayers to mini-
mize their tax penalties by choosing from two alternative methods of
computing the tax penalties. Finally, the information reported by boy-
cott participants on IRS Form 5713 is confidential tax information pro-
tected by section 6103 of the Internal Revenue Code. Disclosure of such
tax information is subject to severe civil and criminal penalties.

Officials at IRS’ International Office told us that they were not aware of
any referrals to IRS’ Criminal Investigations Office for filing late or false
Forms 5713. At our request, IRS’ Criminal Investigations Office reviewed
their 1976 to 1990 files. They did not find any cases involving section
999. Also, Irs officials and private legal consultants knowledgeable of
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boycott issues we interviewed were not aware of any penalties or crim-
inal prosecutions for willful failure to file a Form 5713. Reports of
audits of boycott issues received by IrS’ International Office did not
specify if the penalties recommended by IRS examiners were due to filing
forms late.

In contrast to section 999, the EAA explicitly prohibited U.S. persons
from participating in unsanctioned boycotts. There are severe civil pen-
alties for engaging in such activities, including a maximum $10,000 pen-
alty for each violation and denial of export licenses. Criminal penalties
consist of fines up to $50,000 and 5 years in jail. The penalties provided
in the EAA are assessed by Commerce officials independently of the U.S.
tax liabilities of boycott participants. Moreover, the identity of boycott-
related persons and the monetary penalties imposed upon them carry
the disgrace of public disclosure. For example, the Export Administra-
tion Annual Report 1986 showed that 35 enforcement actions completed
by the Office of Antiboycott Compliance resulted in settlements through
consent agreements, which generally provided for the payment of civil
penalties. The 35 consent agreements were listed by company name,
date the order was signed, type of violation, and penalty.

Regulatory Definitions of
Boycott Participation

Existence of Prior Boycott
Agreement

Apply-Comply D_istinction

The definitions of boycott participation in the antiboycott laws and reg-
ulations are not exactly equal. Two examples are the condition of the
existence of a prior boycott agreement and the “apply-comply”
distinction.

Section 999 specified that boycott participation exists only when there
is a prior agreement to participate in boycott activity as a condition of
doing business in a boycotting country. The EAA did not require the exis-
tence of a prior agreement. Thus, furnishing information about business
relationships with a boycotted country is explicitly prohibited by the
EAA but will not trigger tax penalties under section 999 unless there was
an agreement to furnish the information as a condition of doing business
in the boycotting country. Treasury regulations specified that providing
information about blacklisted persons must be accompanied with other
actions, such as termination of business in the boycotted country, in
order to infer the existence of a boycott agreement.

The following two clauses are interpreted differently by the two boycott
laws:

“The laws of the boycotting country will apply to this agreement.”
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Cooperation Between
Commerce and IRS

Treasury Boycott
Reports Provided to
Congress

“This agreement will comply with the laws of the boycotting country.”

According to Treasury regulations, an agreement stating that the laws
of the boycotting countries implementing boycott requirements “apply
to” a transaction is not deemed to be boycott participation because the
taxpayer has not committed himself to taking boycott-related actions. If
the second clause is substituted for the first clause, however, the agree-
ment would constitute boycott participation. By contrast, the EAA regu-
lations do not distinguish on the basis of “apply to” versus “comply
with” language. Instead, both clauses would violate EAA regulations only
if they specifically referenced the country’s boycott laws.

Commerce’s Office of Antiboycott Compliance voluntarily provides
results of its investigations of boycott activities to IrS’ International
Office. This information is, in turn, distributed to IrS’ regional and dis-
trict offices. Officials at IRS’ district offices are to place Commerce’s
information in the corresponding taxpayer file for use in current or
future tax audits. An IRs regional official stated that Commerce’s infor-
mation and Forms 5713 are generally the only boycott-related informa-
tion available to an international examiner conducting an audit. IRS,
however, is prohibited by section 6103 of the Internal Revenue Code
from providing confidential tax information to Commerce officials.

According to the Conference Committee Report of the Tax Reform Act
of 1976, Congress asked Treasury to produce boycott reports in order to
assess the effectiveness of section 999 in discouraging participation in
or cooperation with unsanctioned international boycotts.

Frequency of Reporting

Congress initially required Treasury to produce a boycott report every
year but changed the reporting requirement in 1984. Section 1067 of the
Tax Reform Act of 1976 directed the Secretary of the Treasury to report
on boycott activities ““as soon after the close of each calendar year as
the data become available.” Three boycott reports were issued under
this law, titled The Operation and Effect of the International Boycott
Provisions of the Internal Revenue Code—in March 1979, Decerber
1980, and May 1982.

Section 441(c) of the Deficit Reduction Act of 1984 amended the annual
reporting requirement to 4-year periods. Specifically, the section
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directed the Secretary of the Treasury to transmit a report to Congress
“as soon after the close of each 4-year period as the data become avail-
able.” The phrase “4-year period” was defined as the “period consisting
of 4 calendar years beginning with calendar year 1982 and each subse-
quent fourth calendar year.” This amendment applied to reports for
periods after December 31, 1981. The fourth boycott report, issued in
April 1985, covered Forms 5713 filed during calendar years 1980, 1981,
and 1982. A fifth boycott report, issued in February 1991, covers the 4-
year period ending in 1986.

Contents of Treasury
Reports

Congress initially required Treasury to provide (1) the number of Forms
5713 filed, (2) the number of reported boycott participants, and (3) a
“detailed description’ of the results of the audits of taxpayers with boy-
cott operations, including the extent of unreported boycott activities
uncovered by IRrS audits and the tax benefits denied as a resuit of IrS
audits. Section 441(c) of the Deficit Reduction Act of 1984 had a similar
list of information requests.

Section 441(c) directed that the Treasury boycott report contain the fol-
lowing information: (1) the number of Forms 5713 filed during the tax-
able years ending with or within each calendar year of the 4-year
period, (2) the number of Forms 5713 where the taxpayer indicated
international boycott participation or cooperation, and (3) a “‘detailed
description” of how section 999 was administered during the 4-year
period.

Treasury relied on two data sources to produce boycott reports: IRS
Forms 5713 and audits of specific tax returns. Information on Forms
5713 is processed by IRS’ Statistics of Income (sor) Division, which sends
summary tables to Treasury officials responsible for producing boycott
reports. The boycott data available from the soI Division are more com-
prehensive than the boycott reports sent to Congress. For example, IRS
data include the number of boycott participants by type of taxpayer,
industry, size of total assets, and specific tax effects of boycott partici-
pation. This information is not included in Treasury boycott reports.
(See app. II for 1986 sot Division data).

In addition, earlier Treasury boycott reports provided information on
boycott activity not shown in the last two reports. For example, the first
three boycott reports showed the number of corporations filing Forms
5713 by industry and by country of operation, but this information was
missing in the fourth (1985) and fifth (1991) reports.
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The second type of information presented in Treasury reports is the
results of tax audits of returns with Forms 5713. Treasury reports con-
tained only a brief paragraph with the results of such tax audits. For
example, the only reference to tax audits in the 1991 boycott report was
that Irs completed tax audits for fiscal years 1983 and 1984 that
“involved an average of 350 taxpayers who filed Forms 5713 and
resulted in an increase in tax liability of $32,000 for 1983 and $1.8 mil-
lion for 1984.” Treasury reports did not provide information about audit
coverage, the characteristics of tax returns audited, or whether any tax-
payers were penalized for not filing Form 5713.

Treasury is in the process of transferring the responsibility for pre-
paring boycott reports to IRS’ International Office. According to IRS offi-
cials, it would be possible to issue boycott reports more frequently than
every 4 years, as was done before 1985. However, the information in
future boycott reports would still be at least 2 years old because
processing Forms 5713 takes approximately 2 years from the end of the
filing year. For example, the latest boycott data processed by IRS corre-
spond to tax year 1988. Also, audits of tax returns have a longer time
lag. For example, the fifth boycott report, issued in February 1991, sum-
marized tax audits for fiscal years 1983 and 1984.
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Reported Boycott Activity and Tax Penalties

The Number of
Taxpayers Filing
Forms 5713 Increased
Initially, Then
Decreased

In this appendix, we present our analysis of boycott trends based on the
five Treasury boycott reports and 1986 boycott data obtained from IRS’
sol Division. According to the 1991 Treasury boycott report, ‘“for the
1986 tax year, reported boycott activity was at its lowest level since
1978. Since the last report in 1982, activity gradually increased, then
fell sharply after 1984.” This statement was supported by the decrease
in three aggregate statistics: (1) total Forms 5713 filed, (2) total boycott
requests, and (3) total boycott participants.

We determined trends in specific boycott activities by examining each of
the five Treasury boycott reports issued since 1976. We found that the
trends in aggregate statistics masked different trends in some specific
statistics. For example, while the total number of boycott requests went
down 23 percent from 1979 to 1986, corporate filers of Forms 5713
experienced a 160-percent increase in boycott requests to refrain from
employing individuals of a particular nationality, race, or religion in the
same period.

Corporate taxpayers with assets of $1 billion or more comprised the
majority of boycott participants in 1986. In the last part of this
appendix we present a profile of boycott participants based on sor Divi-
sion data that were not used in the 1991 Treasury report.

We also found that reported boycott activities from different years were
not always comparable. As was explained in appendix I, the significant
decrease in reported boycott requests from Saudi Arabia are attribu-
table to the issuance of a Treasury guideline that determined that a
request related to shipping carriers and insurance agents was not boy-
cott-related and, thus, not reportable.

Tables I1.1 to I1.4 show annual statistics of boycott activity for the
period 1976 to 1986. The only information available for every year was
the number of taxpayers filing Forms 5713, which increased 156 per-
cent in the first 5 years, from 1,462 in 1976 to 3,738 taxpayers in 1981.
The trend reversed from 1981 to 1986: the number of forms filed
decreased 44 percent to 2,104 in 1986. The 1991 Treasury boycott
report took notice of the reversed trend but did not discuss its under-
lying causes or associated effects.
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On the basis of available data, the number of taxpayers agreeing to par-
ticipate in boycotts varied, from 273 in 1978 to 44 in 1986. Treasury
reports did not provide sufficient information to determine the reasons
for the big drop in the number of boycott participants.

The number of taxpayers who reported receiving boycott requests
increased from 271 in 1976 to 610 in 1979. From 1982 to 1986 tax-
payers receiving boycott requests decreased negligibly—from 537 in
1982 to 533 in 1986. Of the 2,104 taxpayers who filed a Form 5713 in
1986, 633 (25 percent) reported receiving at least one boycott request.

The total number of boycott requests increased 175 percent from 1976
to 1978, reaching its maximum level of 17,439 in 1978, as shown in table
I1.1. Reported boycott requests reached 16,824 in 1982, and then
decreased 33 percent to 11,246 in 1986.

Table I1.1: Historical Summary of Forms
5713 Filed, Requests, Participants, and
Agreements, 1976-1986

Numberof  Number of
Number of taxpayers taxpayers
taxpayers receiving agreeingto  Numberof Number of

filing Forms boycott participate boycotts boycott
Year 5713 requests in boycotts requests agreements
1976 1,462 271 128 6,335 1,837
1977 2,864 561 256 9,808 4134
1978 2,859 592 273 17,439 7,944
1979 3197 610 179 14,620 6,639
1980 3,413 602 234 14,879 7,445
1981 3,738 N/A N/A N/A N/A
1982 2,822 537 212 16,824 5,809
1983 2,789 N/A N/A N/A N/A
1984 3378 N/A N/A N/A N/A
1985 2,418 N/A N/A N/A N/A
1986 2,104 533 44 11,246 1,450

N/A = Data not shown in Treasury reports.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, fourth (1985) and fitth (1991) reports.
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The trend in reported boycott agreements paralleled the trend in boycott
requests. Initially, there was a 332-percent increase in boycott agree-
ments from 1,837 in 1976 to 7,944 in 1978. There was an 81-percent
decrease from 7,445 in 1980 to a low of 1,450 in 1986.

Table I1.2 shows the extent of boycott requests and participation. In
1986, boycotting countries presented one or more boycott requests to 25
percent of the taxpayers filing Forms 5713. This is the highest per-
centage in the 1976 to 1986 period. On the other hand, the effectiveness
of boycott requests reached its lowest level in 1986, since only 8 percent
of the taxpayers receiving boycott requests agreed to participate.

The average number of reported boycott requests reached a maximum
of 31 requests per taxpayer in 1982 and then decreased to 21 requests
per taxpayer in 1986. Twenty-one was the lowest average number of
requests received since 1977.

On the other hand, in 1986 there were 33 boycott agreements made per
boycott participant, which was the second highest level of agreements
made in the 1976 to 1986 period. In 1979, 37 boycott agreements were
made per boycott participant. The average number of boycott agree-
ments per participant rose sharply from 14 in 1976 to 37 in 1979,
decreased to 27 in 1982, and increased to 33 in 1986.

As table I1.2 shows, the proportion of reported boycott requests that

resulted in boycott agreements was 29 percent in 1976, 50 percent in
1980, and 13 percent in 1986.
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Table 11.2: Extent of Boycott Requests
and Participation, 1976-1986

Corporations Are
Majority of Filers of
Forms 5713 and
Boycott Participants

Percent of

filers of Boycott Number of
Forms 5713 participants Boycott boycott  Number ot
who as a percent agreements requests boycott
received of filers as a percent per filer agreements
boycott askedto  of boycott asked to per boycott
Year requests  participate requests participate participant
1976 19 47 29 23 14
1977 20 46 42 17 16
1978 21 46 46 29 29
1979 19 29 45 24 37
1980 18 39 50 25 32
1981 N/A N/A N/A N/A N/A
1982 19 39 35 31 27
1983 N/A N/A N/A N/A N/A
1984 N/A N/A N/A N/A N/A
1985 N/A N/A N/A N/A N/A
1986 25 8 13 21 33

N/A = Data not shown in Treasury reports.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, fourth (1985) and fifth (1891) reports.

Tables I1.3 and 11.4 show corporate boycott activity for 1976 to 1986.
Corporations, including pISCs and FSCs, comprise the vast majority of
taxpayers involved in boycott activities. They accounted for 88 percent
or more of the taxpayers filing boycott reports during 1976 to 1986.
Since 1982, corporations filed 90 percent or more of Forms 5713,
received 90 percent or more of boycott requests, and made at least 89
percent of the boycott agreements.
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Table I1.3: Historical Summary of .|
Corporate Forms 5713 Flled, Requests, Number of Numberof Number of
Participants, and Agresments, 1976- Number of corporations  Number of boycott boycott
1986 corporations receiving corporations requests agreements
filing Forms boycott agreeingto received by made by

Year 5713 requests participate corporations corporations

1976 1,356 240 110 6,081 1,762

1977 2,521 510 223 9,711 4,066

1978 2,536 521 217 17,170 7,770

1979 2,892 496 172 14,079 6,615

1980 3,090 494 229 14,312 7,432

1981 N/A N/A N/A N/A N/A

1982 2,583 431 178 15,072 5,189

1983 2,550 N/A N/A N/A N/A

1984 3,158 N/A N/A N/A N/A

1985 2,192 N/A N/A N/A N/A

1986 1,900 419 44 10,652 1,450

N/A = Data not shown in Treasury reports.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, fourth (1985) and fifth (1991) reports.

In 1986, a total of 1,900 corporations filed Forms 5713; 419 (22 percent)
of them received boycott requests. These 419 corporations represented
79 percent of the total taxpayers receiving boycott requests. Also, there
were a total of 1,450 boycott agreements made by 44 boycott partici-
pants, all of whom were corporations.

As is shown in table I1.4, corporations—including DIscs and rFscs—filed

1,900 Forms 5713 in 1986; individuals filed 100 forms; and partnerships
filed 83 forms.
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Table 11.4: Number and Percentage of
Forms 5713 Filers, by Category

Category 1976 1977 1979 1982 1986
Frequency
distribution 1,462 2,864 2,859 2,822 2,104
Corporations

(except

DISCs,®

FSCsb) 1,237 2,118 2,015 1,683 1,597
DISCs 119 403 521 900 75
FSCs N/A N/A N/A N/A 228
Individuals 49 196 173 118 100
Partnerships 45 117 129 95 83
Estates and

trusts 12 30 21 26 ¢
Percentage
distribution
Corporations

(except

DISCs, FSCs) 85% 74% 70% 60% 76%
DISCs 8 14 18 32 4
FSCs N/A N/A N/A N/A 1
Individuals 3 7 6 4 5
Partnerships 3 4 5 3 4
Estates and

trusts 1 1 1 1 ¢

N/A = Not applicable
8DISCs are domestic international sales corporations.

PFSCs are foreign sales corporations. FSCs were nonexistent before 1984.
“Treasury did not show data in order to avoid disclosure of confidential tax information.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980, third (1982}, fourth (1985), ané fitth (1991)

reports.

The trends in the number of Forms 5713 filed by corporations, individ-
uals, partnerships, and trusts are similar: a rapid increase in the last
part of the 1970s, followed by a decrease in forms filed from the early
1980s to 1986. The exception to these trends was the number of forms
filed by corporations with $100 million or more in assets, which
increased in every reported year, except 1979, (See table IL.5.)
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Table II.4 also shows the number of DISCs reporting operations in boy-
cotting countries. This number increased rapidly from 119 in 1976 to

900 in 1982 but dropped sharply to 75 in 1986. This pattern reflected
tax law changes in 1984,

In 1971, Congress passed tax legislation creating DISCs to encourage U.S.
companies to engage in export activities. The U.S. trading partners that
are parties to the General Agreement on Tariffs and Trade (GATT) chal-
lenged the DISC provisions as being a prohibited export trade subsidy. To
address the GATT charges, Congress established Fscs in the Deficit Reduc-
tion Act of 1984 and allowed the conversion of an export operation from
a DISC to a FsC.

Table I1.5 shows the distribution by asset size of corporations filing
Forms 5713. Corporations with $100 million or more in assets comprised
the largest group of Form 5713 filers. The forms filed by these corpora-
tions increased 60 percent in 11 years, from 525 in 1976 to 840 in 1986.
The share of Forms 5713 filed by these corporations ranged between 38
and 44 percent in the 1976 to 1986 period.

Table 11.5: Number and Percentage of
Corporations Filing Forms 5713, by
Asset Size

Corporation size 1976 1977 1979 1982 1986
Frequency distribution 1,237 2118 2015 1683 1900
$0 or not reported 21 34 90 31 119
$1 to 9.9 million 409 749 632 416 562
$10 million to $99.9 million 282 537 522 463 379
$100 million or more 525 798 771 773 840
Percentage distribution

$0 or not reported 2% 2% 4% 2% 6%
$1 10 9.9 million 33 35 31 25 30
$10 million to $99.9 million 23 25 26 28 20
$100 million or more 42 38 38 46 44

#1986 data include regular corporations, FSCs, and DISCs.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980), third (1982}, fourth (1985), and fifth (1985)
reports.

Forms 5713 filed by corporations with assets from $1 to $9.9 million
fluctuated during the 1976 to 1986 period. The number of Forms 5713
rose from 409 in 1976 to 749 in 1977, decreased to 416 in 1982, and
increased again to 562 reports in 1986. The share of Forms 5713 filed by
these small corporations was 30 percent in 1986. Boycott reporting by
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corporations with assets from $10 million to $99.9 million decreased 29
percent from 1977 to 1986. These corporations filed about 20 percent of
Forms 5713 from 1976 to 1986.

As shown in table I1.6, the 840 corporations with $100 million or more in
assets that filed Forms 6713 in 1986 were only 0.03 percent of the 3.4
million active U.S. corporations but accounted for 44 percent of all cor-
porations filing Forms 5713.

Table 11.6: Number and Percentage ot
Active Corporations Filing Tax Returns
and Forms 5713 in 1986, by Asset Size

Six Arab Countries
Accounted for
Majority of Boycott
Activities

Corporations

All active filing Forms
Corporation size corporations 5713
Frequency distribution 3,428,515 1,900
$0 or not reported 210,160 119
Under $10 million 3,171,504 562
$10 million to 99.9 million 37,565 379
$100 million or more 9,286 840
Percentage distribution
$0 or not reported 6.1% 6.3%
Under $10 million 925 296
$10 million to 99.9 million 1.1 19.9
$100 million or more 0.3 442

Sources: Department of the Treasury, The Operation and Effect of the International Boycott Provisions
of the Internal Revenue Code, fifth (1997) report, and Internal Revenue Service, 1986 Corporation
Income Tax Returns.

These 840 large corporations controlled $5.4 trillion in assets, which
was equivalent to 38 percent of the assets of all active corporations in
the United States in 1986.

As shown in table I1.7, Kuwait, Saudi Arabia, Iraq, Syria, UAE, and
Jordan were the principal sources of boycott requests. Of 10,652
reported boycott requests received in 1986, 70 percent originated in
those six boycotting countries.
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Table I1.7: Number and Percentage of [ e

Boycott Requests, by Country Country 1976 1977 1979 1982 1986
Frequency distribution
Iraq 263 1,202 2285 1995 1,442
Jordan 86 228 1,119 961 601
Kuwait 366 1,040 19870 3072 1,969
Saudi Arabia 4092 2294 2199 2136 1,609
Syria 161 459 333 628 498
UAE 247 1004 1565 2202 1,372
Other countries 1,120 2867 3453 4,078 3,161
Total 6,335 9,184 12,924 15,072 10,652
Percentage distribution
Iraq 4% 14% 18% 13% 14%
Jordan 1 2 9 6 6
Kuwait 6 11 15 20 18
Saudi Arabia 65 25 17 14 15
Syria 3 5 3 4 5
UAE 4 11 12 15 13
Other countries 18 31 27 27 30

Note: Treasury reports provided total requests received by all taxpayers for 1976. Data for other years
are only requests received by corporate taxpayers.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980), third (1982), fourth (1985), and fifth {1997)
reports.

In all six boycotting countries except Saudi Arabia and Syria there was
an initial increase in boycott requests during the late 1970s and
decreases from 1982 to 1986. In spite of the recent downward trend, the
1986 level of boycott requests in all countries except Saudi Arabia was
at least three times the level of requests in 1976. In Saudi Arabia,
reported boycott requests decreased in all reporting years from 4,092 in
1976 to 1,609 in 1986. The share of boycott requests from Saudi Arabia
decreased from 65 percent in 1976 to 15 percent in 1986. These
decreases in the number and share of requests by Saudi Arabia were due
in part to regulatory changes in the definition of reportable boycott
activity that were described previously in this report.

Table I1.8 shows reported boycott agreements by country. Four coun-
tries accounted for 65 percent of the 1,450 boycott agreements in 1986:
(1) Iraq obtained 21 percent of the boycott agreements, (2) UAE obtained

. 17 percent, (3) Kuwait obtained 16 percent, and (4) Jordan obtained 11
percent. Saudi Arabia obtained 27 percent of the boycott agreements in
1976 and only 9 percent in 1986.
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Table 11.8: Number and Percentage of L/

Boycott Agreements, by Country Country 1976 1977 1979 1982 19886
Frequency distribution
Iraq 98 494 669 783 304
Jordan 61 92 666 608 156
Kuwait 228 636 1331 1,109 228
Saudi Arabia 498 954 1,065 453 137
Syria 119 133 105 123 29
UAE 140 282 1,050 456 248
Other countries 693 1348 1695 1657 348
Total 1,837 3,939 6,581 5,189 1,450
Percentage distribution
Iraq 5% 13% 10% 15% 21%
Jordan 3 2 10 12 11
Kuwait 12 16 20 21 16
Saudi Arabia 27 24 16 9 9
Syria 6 3 2 2 2
UAE 8 7 16 9 17
Other countries 38 34 26 32 24

Note: Treasury reports provided total agreements made by all taxpayers for 1976. Data for other years
are only agreements made by corporate taxpayers.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980), third (1982), fourth (1985, ané fifth (1987)

reports.

The trend in boycott agreements was similar to the trend in boycott
requests, a rapid increase during the latter part of the 1970s and a
decrease from 1982 to 1986.

Table I1.9 shows, by country, the percentage of boycott requests that
resulted in boycott agreements. In general, this percentage increased
from 29 percent in 1976 to a high level of 51 percent in 1979 and then
decreased to 14 percent in 1986. The country with the highest percent-
ages in 1982 and 1986 was Jordan, with 63 percent and 26 percent,
respectively.
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Table 11.9: Boycott Agreements as a [ e S S e e e T e

Percentage of Boycott Requests, by Country 1976 1977 1979 1982 1986

Country All countries 29 43 51 34 14
Irag 37 38 29 39 21
Jordan 71 40 60 63 26
Kuwait 62 61 68 36 12
Saudi Arabia 12 42 48 21 9
Syria 74 29 32 20 6
UAE 57 28 67 21 18
Other countries 62 47 49 41 11
Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (197W§Famﬁmmmmmaﬁmw"
reports.

Tables 11.10, I1.11, and I1.12 show the number of boycott requests and
BOYCOtt RequeStS and agreements by type of boycott activity. Types 1, 2, and 5 accounted for
Agreements by Type more than 90 percent of boycott requests and agreements in all

of Activity reporting years.
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Table 11.10: Number and Percentage of
Boycott Requests, by Type of Boycott
Activity

Type 1976* 1977 1979 1982 1986
Frequency distribution

Type 1 1,196 2761 3,761 4586 3,378
Type 2 662 940 2523 2884 2200
Types 3 and 4° 498 162 413 1,055 1,076
Type 5 3979 5321 6227 6547 3,99
Total 6,335 9,184 12,924 15,072 10,652
Percentage distribution

Type 1 19% 30% 29% 30% 32%
Type 2 10 10 20 19 21
Types 3 and 4 8 2 3 7 10
Type 5 63 58 48 43 38

Note: The five types of boycott activity are:

Type 1 = Refrain from doing business in a boycotted country.

Type 2 = Refrain from doing business with a U.S. person engaged in trade with a boycotted country.
Type 3 = Refrain from doing business with firms whose owners or managers are of a particufar nation-
ality, race, or religion.

Type 4 = Refrain from employing individuals of a particular nationality, race, or religion.

Type 5 = Refrain from shipping or insuring products on a carrier owned, leased, or operated by a person
who does not participate in boycotts.

2Treasury reports provided total requests received by all persons for 1976. Data for other years were
requests received by corporations.

bTypes 3 and 4 are combined in some Treasury reports.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979}, second (1980), third (1982), fourth (1985), and fifth (1991)
reports.
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Table Il.11: Number and Percentage of
Boycott Agreements, by Type of Boycott
Activity

Type 1976 1977 1979 1982 1986
Frequency distribution

Type 1 370 1,043 1397 1,172 532
Type 2 79 229 1624 1750 28
Types 3 and 4° 23 27 76 378 5
Type 5 1,365 2640 3484 1,711 885
Total 1,837 3,939 6,581 5,189¢ 1,450
Percentage distribution

Type 1 20% 26% 21% 23% 37%
Type 2 4 6 25 35 2
Types 3 and 4° 1 1 1 8 03
Type 5 74 67 53 34 61

Note: The five types of boycott activity are:

Type 1 = Refrain from doing business in a boycotted country.

Type 2 = Refrain from doing business with a U.S. person engaged in trade with a boycotted country.
Type 3 = Refrain from doing business with firms whose owners or managers are of a particular nation-
ality, race, or religion.

Type 4 = Refrain from employing individuals of a particular nationality, race, or religion.

Type 5 = Refrain from shipping or insuring products on a carrier owned, leased, or operated by a person
who does not participate in boycotts.

#Treasury reports provided total agreements made by all persons only for 1976. Data for other years
were agreements made by corporations.

bTypes 3 and 4 are combined in some Treasury reports.
“Tota! does not match sum in Treasury reports.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980), third (1982}, fourth (1985), and fifth (1991)

reports.
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Table 11.12: Boycott Agreements as a
Percentage of Boycott Requests, by
Type of Boycott Activity

( —

Type 1976 1977 1979 1982 1986
Type 1 31 38 37 26 16
Type 2 12 24 64 61 1
Types 3 and 4 5 16 12 36 0.5
Type 5 34 50 56 26 22
Average 29 43 51 34 14

Note: The five types of boycott activity are:

Type 1 = Refrain from doing business in a boycotted country.

Type 2 = Refrain from doing business with a U.S. person engaged in trade with a boycotted country.
Type 3 = Refrain from doing business with firms whose owners or managers are of a particular nation-
ality, race, or religion.

Type 4 = Refrain from employing individuals of a particular nationality, race, or religion.

Type 5 = Refrain from shipping or insuring products on a carrier owned, leased, or operated by a person
who does not participate in boycotts.

3Treasury reports provided total requests received by all persons for 1976. Data for other years were
only requests received by corporations.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980), third (1982), fourth (1985), and fifth (1991)
reports.

Type 5 activities accounted for the highest percentage of boycott
requests and agreements in every reporting year except 1982. In 1986,
for example, type 5 requests comprised 38 percent of the 10,652 boycott
requests, and type 5 agreements comprised 61 percent of the 1,450 boy-
cott agreements. Also, 22 percent of the type 5 requests resulted in boy-
cott agreements in 1986, the highest ratio in 1986. The historical trend
in the percentage of type b requests, however, was down, from 63 per-
cent of all requests in 1976 to 38 percent in 1986.

Type 1 was the second largest category in 1986, with 32 percent of boy-
cott requests and 37 percent of boycott agreements. Moreover, the his-
torical trend in type 1 boycott activities increased from 19 percent in
1976 to 32 percent in 1986.

Types 3 and 4, which target individuals for reasons of their nationality,
race, or religion increased from 2 percent of total requests in 1977 to 10
percent in 1986. Although type 4 boycott requests were the fewest, they
exhibited a sizable upward trend, from 5 in 1976 to 517 in 1986.

Tables 11.13, 11.14 and I1.15 show boycott requests and boycott agree-
ments by type of activity in the six main boycotting countries. As was
explained previously, there was a sharp decrease in type 5 boycott
requests from Saudi Arabia from 1979 to 1986. From 1979 to 1982, for
example, the number of type b requests in Saudi Arabia decreased from
1,126 to 867. By contrast, from 1979 to 1982 type 5 requests increased
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in most of the other main boycotting countries. Also, from 1979 to 1982
the number of type 5 boycott agreements decreased in every country

except Iraq.

Table I1.13: Number of Boycott Requests,
by Country and Type

Country 1976 1977 1979 1982 1986
iraq 263 1,292 2,285 1,995 1,442
Type 1 112 446 926 702 581
Type 2 32 173 637 503 203
Types 3 and 4 6 30 97 127 176
Type 5 113 643 625 663 482
Jordan 86 228 1,119 961 6012
Type 1 21 46 376 325 131
Type 2 5 b 45 52 224
Types 3 and 4 0 b 7 260 b
Type 5 60 156 691 324 o
Kuwait 366 1,040 1,970 3,072 1,969
Type 1 132 349 388 522 465
Type 2 28 93 382 927 408
Types 3 and 4 3 4 23 87 62
Type 5 203 594 1,177 1,536 1,034
Saudi Arabia 4,0922 2,294 2,199 2,136 1,609
Type 1 518 576 461 838 418
Type 2 540 144 545 207 374
Types 3and 4 468 22 67 224 309
Type 5 2,506 1,552 1,126 867 508
Syria 161 459 333 628 498
Type 1 55 279 147 300 188
Type 2 b 12 49 119 64
Types 3and 4 b 14 18 60 B7
Type 5 97 154 19 149 189
UAE 247 1,004 1,565 2,202 1,372
Type 1 81 257 581 740 445
Type 2 13 233 289 397 239
Types 3 and 4 8 4 28 117 156
Type 5 145 510 669 948 532

8Sum does not match total in Treasury reports.

bTreasury did not show some data in order to avoid disclosure of confidential tax information.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of

the Internal Revenue Code, first (1979}, second (1980), third (1982), fourth (1985), and fitth (1991)

reports.

Page 40

GAO/GGD-91-105 Boycott Tax Code Provisions



Appendix II
Reported Boycott Activity and Tax Penalties

Table 11.14: Number of Boycott
Agreements, by Country and Type

Country 1976 1977 1979 1982 1986
Iraq 98 494 669 7832 304
Type 1 51 103 227 245 198
Type 2 0 34 243 236 11
Types 3and 4 0 6 22 39 5
Type 5 47 351 177 257 90
Jordan 61 92 666 608 156
Type 1 @ 19 294 264 47
Type 2 8 12 30 3 0
Types 3 and 4 0 0 6 236° 0
Type 5 47 61 336 81 109
Kuwait 228 636 1,331 1,109¢ 228
Type 1 95 158 119 62 47
Type 2 a 58 345 728 0
Types 3and 4 2 0 5 31 0
Type 5 120 420 862 260 181
Saudi Arabia 498 954 1,065 453¢° 137
Type 1 58 207 101 116 38
Type 2 57 62 404 29 9
Types 3 and 4 12 6 11 28 0
Type 5 371 679 549 250 90
Syria 119 133 105 123° 29
Type 1 a 60 22 18 5
Type 2 a 5 30 63 0
Types 3 and 4 a 4 0 0 0
Type 5 84 64 53 31 24
UAE 140 282 1,050 456° 248
Type 1 35 67 308 52 86
Type 2 4 a 258 244 5
Types 3 and 4 5 a 5 22 0
Type 5 96 202 479 126 157

aTreasury did not show some data in order to avoid disclosure of confidential tax information.

bType 3 agreements only.

®Sum does not match total in Treasury reports.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of

the Internal Revenue Code, first (1979), second (1980}, third (1982), fourth (1985}, and fifth (1991)

reports.

Page 41

GAO/GGD-91-105 Boycott Tax Code Provisions



Appendix IT .
Reported Boycott Activity and Tax Penalties

Table 11.15: Boycott Agreements as a m

Percentage of Boycott Requests, by Country 1976 1977 - 1979 1982 1986
Country and Type iraq a7 38 29 39 21
Type 1 46 23 25 35 34
Type 2 0 ‘20 38 47 5
Types 3 and 4 0 200 . 23 31 3
Type 5 42 55 28 39 19
Jordan 71 40 60 63 26
Type 1 N/E 41 78 81 36
Type 2 N/E N/E 67 N/E 0
Types 3and 4 N/E 0 86 9N 0
Type 5 78 39 49 25 N/E
Kuwait 62 61 68 36 12
Type 1 72 45 31 12 10
Type 2 N/E 62 90 79 0
Types 3 and 4 N/E 0 22 36 0
Type 5 59 71 73 17 18
Saudi Arabia 12 42 48 21 9
Type 1 11 36 22 14 9
Type 2 11 43 74 14 2
Types 3and 4 3 27 16 13 0
Type 5 15 44 49 29 18
Syria 74 29 32 20 6
Type 1 N/E 22 15 6 3
Type 2 N/E 42 61 53 0
Types 3 and 4 N/E 29 0 0 0
Type 5 87 42 45 21 15
UAE 57 28 67 21 18
Type 1 43 26 53 7 19
Type 2 31 N/E 89 61 2
Types 3 and 4 63 N/E 18 19 0
Type 5 66 40 72 13 30

N/E = not estimable.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980), third (1982), fourth (1985), and fifth (19971)
reports.
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U.S. taxpayers can elect one of two methods to estimate the loss of tax
benefits—the specifically attributable income and taxes (SAIT) method
and the international boycott factor (1BF) method. The election is done
annually.

SAIT Method

This alternative is available to U.S. taxpayers who can separately iden-
tify the profits and losses of their business operations in the boycotting
country. Factors that prove a clear separation of business activities
include different entities, operations supervised by different manage-
ment personnel, different products or services, and the existence of sep-
arate contracts.

Taxpayers who choose SAIT must report on their Form 5713, for each
distinct and separate boycott operation, their share of the foreign taxes
paid, their income subject to denial of tax deferral (known as Subpart F
income), and their DISC and FsC income. A foreign tax credit is denied for
the foreign taxes reported, and all boycott-related earnings must be
included as U.S. taxable income in the current tax year.

IBF Method

IBF is used when income and taxes cannot be traced to specific opera-
tions and works as follows. First, the taxpayer estimates the interna-
tional boycott factor, which is a fraction. The numerator is the sum of
the purchases, sales, and payroll from operations in or related to boy-
cotting countries. The denominator is the sum of purchases, sales, and
payroll from foreign operations. The taxpayer then has to calculate the
foreign tax credit reduction by multiplying the international boycott
factor by the amount of credits allowable for foreign taxes paid during
the year.

Taxpayers whose boycott-related operations produce low profits and
small foreign taxes but involve substantial purchases, sales, or payroll
activities would be better off computing the loss of tax benefits using
the SAIT method. As shown in tables I1.16 and I1.17, SAIT was chosen by
the largest number of boycott participants and resulted in smaller tax
benefits losses.
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Treasury boycott reports did not provide a detailed description of boy-
cott participants by asset size, industry, and tax benefits losses. How-
ever, the tax benefits losses appeared to be small. As shown in table
I1.16, the number of corporations reporting losses in tax benefits
decreased from 101 in 1979 to 40 in 1986.

Table 11.16: Corporate Boycott
Participants

1976 1977 1979 1982 1986

Boycott participants 128 256 179 212 44
Corporate boycott participants 110 223 172 178 44
Percentage 86% 87% 96% 84%  100%
Corporations with losses in tax benefits 35 100 101 87 40
Percentage 32% 45% 59% 49% 91%

Boycott participants that computed losses of
tax benefits with

IBF 15 44 29 26 14
SAIT 20 56 72 61 26

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979}, second (1980), third (1982), fourth (1885), and fifth (1997)
reports.

In 1986, all 44 boycott participants were corporations. Of these, 40
reported a reduction in tax benefits due to their participation in an
international boycott. According to Treasury, the four boycott partici-
pants that did not report a loss of tax benefits may have reported nega-
tive total income or no income attributable to boycott operations.

As shown in tables I1.16 and II.17, the SAIT method has always been uti-
lized by a larger number of boycott participants than IBF. For example,
in 1986 sAIT was utilized by 26 out of 40 corporations, or 65 percent of
boycott participants. The corporations using SAIT reported a reduction in
foreign tax credits of $432,000, or $16,615 per corporate boycott par-
ticipant. The group of corporations using IBF reported a reduction of
$687,000 in foreign tax credits or approximately $49,071 per corporate
boycott participant. This is $32,456 more than the average loss of the
group that chose SAIT.
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.|
Table 11.17: Reductions in Tax Benefits of Corporate Boycott Participants, by Method
Doliars in thousands

Method 1976 1977 1979 1982 1986
IBF o
Foreign tax credit before IBF $117,513 $619,583 $232,938 $315,600 $470,978
Reduction $35 $322 $656 $1,300 $687
Percent reduction 0.03% 0.05% 0.28% 041% 0.15%
Subpart F income before IBF $54,493 $30,961 $124,299 $48,773 $322,512
Increase $55 $912 $2,970 $2,464 $1,736
Percent increase 0.10% 2.95% 2.39% 5.05% 0.54%
DISC deemed distributions $6,851 $19,130 $63,606 $80,035 $0
DISC boycott income $4 $494 $778 $265 $0
Percent increase 0.06% 2.58% 1.22% 0.33% N/E
FSC exempt income a a a a $35,129
FSC boycott income a @ 3 a $37
Percent decrease a a a @ 0.11%
SAIT

Reduction in foreign tax credit $74 $1,008 $6,563 $2.000 $432
Increase in Subpart F income $345 $1,701 $8,718 $1,600 $2,966
DISC boycott income $46 $874 $718 $800 $0
FSC boycott income a a a a $136

N/E = not estimable.
8FSCs were nonexistent before 1984,

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, first (1979), second (1980), third (1982), fourth (1985}, and fifth (19971)
reports.

Corporations using 1BF suffered a larger average loss than the corpora-
tions using SAIT, but the IBF-related loss was still only .15 percent of total
foreign tax credit of $471 million claimed by the corporations using IBF.
Corporations using SAIT report only the tax benefits lost; thus, the total
tax benefits claimed were not available.

Treasury reports did not provide information on boycott participants by
asset size. Thus, we were not able to determine whether corporate boy-
cott participants with assets of $100 million or more, whose number of
Forms 5713 filed increased over time, also exhibited an increasing trend
in boycott participation.

v The information on boycott participants shown in tables 11.18 and 11.19

was provided by Irs’ 501 Division and was not shown in Treasury
reports. Table I1.18 shows that the majority of boycott participants in
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1986 were manufacturing corporations. Of 1,900 corporations filing
Forms 5713 in 1986, 50 percent were manufacturing firms. Of 40 boy-
cott participants with tax benefits losses, 80 percent were manufac-
turing firms.

Table 11.18: Corporations Filing Forms
5713 in 1986, by Industry

Corporate boycott

All participants with
Industry corporations  tax benefits losses
Frequency distribution
Manufacturing 957 32
Wholesale and retail trade 383 NS
Finance, insurance, real estate, and services 334 NS
Other 226 NS
Total 1,900 40
Percentage distribution
Manufacturing 50% 80%
Wholesale and retail trade 20 NS
Finance, insurance, real estate, and services 18 NS
Other 12 NS

NS = not shown to avoid disclosure of confidential tax data.

Source: IRS, SOI Division.

Table I1.19 shows the tax effect of boycott participation on corporations
by asset size in 1986. Large corporations with assets equal to or above
$1 billion used the SAIT method more often than corporations with assets
below $1 billion. On one hand, the large corporations were able to report
smaller percentage decreases in their foreign tax credits and in their
income subject to tax deferral than smaller corporations. On the other
hand, the smaller corporations lost proportionately less exempt income
from FSC operations than large corporations.
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Table 11.19: Tax Effects of Corporate
Boycott Participation in 1986, by Asset

Size

Tax Revenue
Estimates From
Treasury Have
Decreased

Dollars in thousands

Corporations with Corporations with
assets below assets $1 billion

Method $1 billion or above
IBF
Number of corporations 9 5
Foreign tax credit before IBF $8,160 $462,818
Reduction $15 $672
Percent reduction .18% 15%
Subpart F income before IBF $13 $322,501
Increase $5 $1,731
Percent increase 45.45% 54%
DISC boycott income $0 $0
Exempt FSC income before IBF $13,768 $21,361
FSC boycott income $1 $36
Percent decrease 01% A7%
SAIT
Number of corporations 5 21
Reduction in foreign tax credit $44 $388
Subpart F income $2 $2,964
DISC boycott income $0 $0
FSC boycott income $70 $66

Source: IRS, SOI Division.

Treasury estimates that its revenue from the boycott provisions was
$2.85 million in 1986, as shown in table I1.20. This was the lowest
amount since 1978. This estimated revenue was paid by 40 out of the 44
corporate boycott participants in 1986. As table I1.20 shows, the esti-
mated revenue per penalized corporation was $71,250 in 1986. The four
boycott participants that did not report loss of tax benefits may have
reported negative total income or no income attributable to boycott

operations.
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Table 11.20: Historical Summary of |

Corporations Reporting Tax Benefits Total Additional

Reductions and Estimated Revenue corporations Percent revenue Revenue

Etfect, 1976-1986 with reductions  of boycott collected due per boycott
Year in tax benefits participants to section 999  participant
1976 35 32 $272,000 $7,771
1977 100 45 2,645,000 26,450
1978 146 67 11,329,000 77,596
1979 100 58 9,962,000 99,620
1980 88 38 7,264,000 82,545
1981 84 N/A 5,671,000 67,512
1982 87 49 4,182,000 48,069
1983 76 N/A 5,000,000 65,789
1984 65 N/A 6,120,000 94,154
1985 49 N/A 4,155,000 84,796
1986 40 91 2,850,000 71,250

N/A = not available.

Source: Department of the Treasury, The Operation and Effect of the International Boycott Provisions of
the Internal Revenue Code, fourth (1985) and fifth (1831) reports.
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rom 3113 international Boycott Report OMB No. 15450216
Expires 10-31-88
(Rev. January 1988) Fortaxyemrbeginning ____ . ... peeaer 19
and ending IT% be Filed

Departmant of the Treasury n Duplicate
\nternal Revenue Service » Controlled groups, see specific instructions. (See In st':u ction B)
Name ) Taxpayer identifying number
Number and street
City or town, state and 2IP code
Address of Service Center where your tax return is filed
Type of filer (check one):

{J Individual [J Partnership [0 Corporation O Trust O Estate [0 Other

1 individuals.—Enter adjusted gross income from your tax return (see instructions) .

2 Partnerships and corporations:
a  Partnerships,—Enter each partner's name and taxpayer identifying number.

b Corporations.-~Enter the name and employer identification number of each member of the controlled group (as defined in
section 993(a)3)). Do not list members included in the consolidated return; instead, attach a copy of Form 851. List all other
members of the controlled group not included in the consolidated return.

if you list any corporations below or if you attach Form 851, you must dulgnate a“‘common taxable year."” Enter the name

and employer identification number in line 4b of the corporation whose year is d
Name Taxpayer Identifying number
If necessary, attach more sheets andcheckthisbox . . . . . . . . . . . . . . . . . . .. .. ..» 0
Code Description
¢ Enter principal business activity code and description (see instructions)
d IC-DISCs.—Enter principal product or service code and description (see instructions)

3 Partnerships.—Each partnership filing Form 5713 must give the following information:
a Partnership’s total assets (Form 1065, page R e e e
b Partnership's ordinary income (Form 106 page 1) e ]
4 Corporations,—Each corporation filing Form 5713 must give the following information:
a Type of form filed (Form 1120, 1120-IC-DISC, 1120F, 1120-FSC, 11201, 1120M, etc.). . ’
b Common taxable year election (see instructions)—
(1) Name of COMDOratION B
(2) Employer identificationnumber . . . . . ., . . . . . . . . .. |
(3) Common taxable year beginning
¢ Corporations filing this form enter—

(1) Total assets (see instructions) .
(2) Taxable income before net operating !oss and specnal deductlons (see unstructlong) .

§ Estates or trusts,-—Enter total income (Form 1041, page 1) .
6 Enter the total amount (before reduction for boycott participation vr cooperatnon) of the followmg tax benefits (see instructions):
a Foreign tax credit
b Deferrai of earnings of con(rotled foreugn corporatlons

¢ Deferral of IC-DISC income
d Exempt FSC Income.

Under penaities of perjury, | declare that | have this report, ing les and and to the best of my knowiedge and belief it is true.
correct, and complete
v
S GNBUNE B et e Date » ..
Title »
tur Paperwork Reduction Act Notice, see , .ge 1 of the instructions. Form 5713 (Re. : 86
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Form 5713 (Rev. 1-86) Fogs 2

7 The tollowing information must be submitted by every person fiting Form 5713 (see specific instructions): ‘.L’i__ﬁ.‘l_
a Are you a United States shareholder (as defined in section 951(b)) of any foreign corporation (including a FSC that does
not use the administrative pricing rules) that had operations reportable under section 999(a)?. -
It 50, is any foreign corporation a controlled foreign corporation (as defined in section 957(a))?
Do you own any stock of an IC-DISC? . P AN
Do you claim any foreign tax credit?
Do you control (within the meaning of section 304(c)) any corporatlon (othorthan a corporatnon mcluded n thls report)
that has operations reportable under section 999(a)? . .
If 'Yes," did the corporation controlled by you participate in or coopemte wuth an mternahonal boycott at any tlme
during its tax year that ends with or within your tax year? -
{  Are you controlled (within the meaning of section 304(c)) by any person (other than a person mcluded in thls report)
who has operations reportable under section 999(a)? . . ,
If “*Yes,” did the parson controlling you participate in or cooperate wnth an mternatlonal boycott at any tlme dunng its
tax year that ends with or within your tax year? .

& Areyou treated under section 671 as the owner of a trust that has operatlons reponable under sectuon 999(a)7
h  Are you a partner in a partnership that has operations reportable under section 999(a)? .
| Are you a foreign sales corporation (FSC) (as defined in section 922(a))? ..

e a0

Operations in or Related to a Boycotting Country (See Instructions)

8 Boycott of Israel.—Did you have any operations in or related to any country (or with the government, a company or 2 Yes | No
national of that country) associated in carrying out the boycott of Israel which is on the list maintained by the Secretary of
the Treasury under section 999%(a)(3) (see InstructionCy? . . . . R
If “'Yes,” enter name of the country(ies), taxpayer identifying number of person(s) havmg operat;ons pnncnpal busmess
activity code, a description of the principal business activity; and if you are an IC-DISC, enter the product code. !f necessary,
attach additional sheets using the exact format and check thishox . . . . . e B D

Tanpaysr identifying number of Principal business activity ;o 1C-DISCs

Nome of conntry nmn(s) hoving operations only—Enter

product code

(5)

—l

Code Description
[£)] @) 3) )
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Form 5713 (Rev, 1-86) Poge 3
9 Non-listed countries boycotting Israel. -—Did | you have operations in any non-listed country which you know or have reason t%

to know requires participation in or cooperation with an international boycott directed against Israel?

If*‘Yes,” enter the country(ies), taxpayer identifying ber of p ) having operations, the principal business activity

code, 8 description of the principal business activity; and if you are an IC DISC enter the pvoduct code. If necossary, attach

additional sheets using the exact format and checkthishox . . . . . LA

Tanpayer u«mm number of mmu bwm utlmy 16-Di3Cs
Nome of
sty porenls) vl Cole Decriotion i)
(1) (2) 3) (4) (5
a
b
[
d
[
1
|

h i

10 Boycotts other than the boycott of Israel.—Did you have operations in any other country which you know or have reason to %E‘i
know requires participation in or cooperation with an international boycott other than the boycott of Israel? .

It "Yes,” enter the country(ies), taxpayer identifying number of person(s) having operations, the principal business activity
code, a description of the principal business activity; and if you are an IC-DISC, enter the product code. if necessary, attach

additional sheets using the exact format and checkthisbox . . . } LS
T Wentifying number of 16-015Cs
Name of country m‘) mm“lﬂ' Mndulhlluuulhm - onbymEater
Code Description product code
[¢2] @) 3) (4) - (5)

a
b
[
d
[
f
[ ]
h

11 Were you requested to participate in or cooperate with an international boycott?
If “Yes," attach a copy (in English) of any and all such requests received during your tax year. |f the request wasina form
other than a written request, attach a separate sheet explaining the nature and form of any and all such requests. (See
Instructions.)

/7/// Z 4
//

+

12 Did you, in fact, participate in or coop with an international boycott?
If “Yes,” attach a copy (in English) of any and all boycott clauses agreed to, and attach a general statemeut of the agreemem If the
agreement was in a form other than a written agreement, attach a separate sheet explaining the nature and form of any and all such
agreements, (See Instructions.)

Note: If the answer to either question 11 or 12is *'Yes," you must complete the rest of Form 5713. If you angwered ‘'Yes'' to question 12,
you must complete Schedules A or B and C (Form 5713).
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Form 5713 (Rev. 1-86) Page 4

Requests for and Acts of Participation in or Cooperation with an International Boycott

13» ’D’;% )?ou r_oceive requests to enter into, or, in fact, enter into any agreement (See instruction F.3 Roquests Agrooments
Trpe of participation or cosperation Yes | No [ Yes | No

(1) As a condition of doing business directly or indirectly within a country or with the government, a
company, or a national of a country to—
(/) Refrain from doing business with or in a country which is the oblect of an internatnonal boycott or
with the government, companies, or nationals of that country? .

(i) Refrain from doing business with any United States person engaged in trade in a country which is the
object of an international boycott or with the government, companies, or nationals of that country? .

(ifi) Refrain from doing business with any company whose ownership or management is made up, all or
in part, of individuals of a particular nationality, race, or religion, or to remove (or refrain from
selecting) corporate directors who are individuals of a particular nationality, race, or religion?

(iv) Refrain from employing individuals of a particular nationality, race, or religion? o

(2) As a condition of the sale of a product to the government, a company, or a national of a country, to
refrain from shipping or insuring products on a carrier owned, leased or operated by a person who
does not participate in or cooperate with an international boycott?

b Requests and agreements.—If the answer to any part of 13ais *‘Yes,"" indicate below: the country, the taxpayer identifying
number, principal business activity code, description of the principal business activity, the number and the number code
indicating the type of participation or cooperation requested or agreed to. Also, if you are an IC-DISC, enter the product code
in column (5). (See Instructions.) If necessary, attach additional sheets using the exact format and checkthisbox . . . . » O
Tanpayer identitying 16-018¢s Type of conperation of participation
|
e ™ I e [ hembe st eees | Numior o sromns
the agroemant Code Deseription Wrodect Tol Cods | Toul | Cote

(D] 2 ) ) [C) (6) @ @ [£2]

Nama of country

W UL Government Printing Offies: 1888—491-473/20077
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SCHEDULE A Computation of the International
(Form 5713) Boycott Factor (Section 999(c){1))

{Rev. Janusty 1986) OMB No. 1545-0216

(To be completed only by persons not computing loss of tax benefits by the Expires 10-31-88
specifically attributable taxes and income method on Schedule B (Form 5713).)

DOepartment of the Treasury
internal Revenue Service » Attachto Form 5713. » See instructions on back.
Name —[ Taxpayer identitying number
Name of country bsing boycotted (check one):
O tsrael 3 other (identity) »
Name of Purchases, sales, and payroll 1o boy g op by
country
Boycott purchases Boycott sales Boycott payrol!
) @ 3 [

a
b
[3
d
[
1
[
h
i
)
k
I
m
n
]
Totals .
1 Numerator of boycott factor (add totals of columns (2), (3}, and (4))
2 Denominator of boycott factor:

a8 Total purchases from countries other than United States

b Total sales to or from countries other than United States -

¢ Total payroll paid or accrued for services performed in countries other

than United States .

d Totaloftines2a,b,andc. . . . . . . . . . . . . L ... L.
3 International boycott factor (divide line 1 by line 2d). Enter here and on Schedule C (Form 5713) (see

instructions). T o
If you are involved in more than ane boycolt, use a separate Schedule A for each boycott and attach to Form 5713,

For Paperwork Reduction Act Notice, see page 1 of the Instructions for Form 5713. Schedule A (Form 5713)(Rev. 1-86)
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Schedule A (Form 5713) (Rev. 1-86)

Page

General Instructions
(References are to the internal Revenue Code.)

A. Purpose.—Complete Schedule
A (Form 5713) if you cooperated with
or participated in an international
boycott and use the international
boycott factor to figure the loss of tax
benefits. If you do not use the
international boycott factor for this
purpose, you must specifically attribute
taxes and income on Schedule B (Form
5713).

B. Who Must File.—Anyone who
cooperates with or participates in an
international boycott must file either
this form or Schedule B (Form 5713) to
figure the loss of tax benefits. One act
of cooperation or participation creates
the presumption that you cooperate
with or participate in the boycott unless
you rebut the presumption as explained
in instruction C. The presumption
applies to all your operations and those
of each member of any controlled
groups (detined in section 993(a)(3)) to
which you belong, in each country that
helps carry out the boycott.

C. Boycott Operations.—All your
operations in a boycotting country are
considered to be boycott operations,
unless you rebut the presumption of
cooperating with or participating in the
boycott, as explained below. in
addition, your operations that are not in
a boycotting country are boycott
operations if they are connected to your
cooperation with or participation in the
boycott.

You can rebut the presumption of
cooperating with or participatingina
boycott for a particular operation by
demonstrating that that operation is
separate from any cooperation with or
participation in an international
boycott. The presumption applies only
to operations in countries that carry out
the boycott, so you do not need to rebut
the presumption for operations that are
related to those countries, but that take
place outside them.

D. International Boycott Factor.—
Your international boycott factor
reffects boycott purchases, boycott
sales, and boycott payroll.

1. Controlled Groups.—All
members of a controtled group

generally share one international
boycott factor, which refiects all their
purchases, sales, and payroll. If you,
however, belong to two or more
controlled groups, your international
boycott factor wili reflect the
purchases, sales, and payroll of all the
controlled groups to which you belong.

2. Partnerships and Trusts.—You
are deemed to have a prorated share of
the purchases, sales, and payroll of
each partnership in which you are a
partner and of each trust of which you
are treated as the owner under section
671. Thus, your international boycott
factor may also reflect purchases,
sales, and payroll of partnerships and
trusts.

Specific Instructions

Compute a separate boycott factor
and fill out a separate schedule for
each international boycott with which
you cooperate or participate. Include
your own operations and, if applicable,
the operations of partnerships, trusts,
and members of your controlled group.

To decide for what years you should
report purchases, sales, and payrol! for
partnerships, trusts, and controlled
groups, see the specific instructions for
questions 7-13 of Form 5713.

Partnerships.—For a partnership,
complete only lines a through o, the
totals of columns (2), (3), and (4), and
line 2. Give this information to all
partners so they can compute their own
international boycott factor.

Column (1).—For each boycott
operation enter the name of the
country to which your international
boycott operation relates. For example,
if you have an operation in Country Z,
which is not a boycotting country, and
the operation relates to Country X,
which is a boycotting country, enter the
name of Country X. The Secretary
maintains a list, under section
999(a)(3), of countries that require
cooperation with an international
boycott. This list may not be ali-
inclusive.

Column (2).-—For each boycott
operation enter all purchases that are
attributable to that operation and are
made from boycotting countries.

Column (3),—For each boycott
operation enter the sales that are
attributable to that operation and are
made to or from boycotting countries.

Column (4).—For each boycott
operation enter the total payroll that is
attributable to that operation and is
paid or accrued for services pertormed
in boycotting countries.

Line 1.—Add columns (2), (3), and
(4). The numerator of your
international boycott factor includes all
of the following.

(i)  Purchases you made from
boycotting countries.

(ii) Sales you made to or from
boycotting countries.

(iii) Payljoll you paid or accrued for
services performed in
boycotting countries.

Do not include amounts attributable to
operations for which you rebutted the
presumption of cooperating with or
participating in the boycott.

Line 2.—The denominator of your
international boycott factor reflects all
your puschases, sales, and payroli in or
related to all countries other than the
United States. If applicable, the
denominator also reflects these items
for your controlied groups,
partnerships, and trusts. Include here
the amounts that are attributable to
operations for which you rebutted the
presumption of cooperating with or
participating in the boycott.

Line 3.—Enter the international
boycott factor from line 3 of this form
on the appropriate line of Schedule C
(Form 5713) as follows:

If you reduce your foreign tax credit
(section 908(a)), enter the
international boycott factor on line
2a(2) of Schedule C.

If you are denied a tax deferral on
subpart F income (section 952(a)(3)),
enter the international baycott factor
on line 3a(4) of Schedule C,

If you are denied a tax deferral on
IC-DISC income (section 995(b)(1)(F)),
enter the international boycott factor
on line 4a(2) of Schedule C

If you are denied an exemption of
foreign trade income of a FSC (section
927(e)(2)), enter the international
boycott factor on line 5a(2) of
Schedule C.

# U.S. GOVERNMENT PRINTING OFFICE: 1988-491-473/20063
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SCHEDULE B Speclﬂcally Attributable Taxes
(Form 5713) and Income (Section 999(¢)(2)) OMB No. 1545-0216
(Rev. January 1986) (To be completed only by persons not computing loss of tax benefits Expires 103188
Depariment of the Tressury by the international boycott factor on Schedule A (Form 5713).)
Internal Revenue Service > Attach to Form 5713,  » Seeinstructions on back.
Name Taxpayer identifying number
Name of country being boycotted . . . . [ israel [ Qther (identity) »
Specifically Attributable Taxes and Income by Operation (Use a separate line for each operation.)
Name of country Principai business mivlty' Foreign taxcredit | SubpantF income 1IC-DISC income FSC income
Foreign taxes Prorsted share of Taxable incoms Taxable income
Code Description attributable to internationai attributable to attributable to
boycott operations boycott income boyeott oparations | boycott operations
¢4} [¢7) 3) 4 ()] 6) 4]
1
2
3
4
]
6
7
8
9
10
11
12
13
14
15 Total . . . . . L.

1f you sre invoived in more than one international boycott, use a separate Schedule B (Form 5713) to compute the specifically attributabie taxes and income for each boycott.

For Paperwork Reduction Act Notice, see page 1 of the Instructions for Form 5713. Schedule B (Form 5713) (Rev. 1-86)
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Schedule B (Form 5713) (Rev. 1-86)

Page 2

General Instructions
(References are to the Internal Revenue Code.)

A. Purpose.—Complete Schedule B (Form
5713) if you participated in or cooperated
with an international boycott and if you
figure the loss of tax benefits by specifically
attributing taxes and income. If you do not
specifically attribute taxes and income for
this purpose, you must compute the
international boycott factor on Schedule A
(Form 5713).

B. Who Must File.—Anyone who
participates in or cooperates with an
international boycott must file either this
form or Schedule A (Form 5713) to figure
the loss of tax benefits. One act of
participation or cooperation creates the
presumption that you participate in or
cooperate with the boycott unless you rebut
the presumption as explained in instruction
C. The presumption applies to all your
operations, and those of each member of
any controlled groups (defined in section
993(a)(3)) to which you belong, in each
country that helps carry out the boycott.

Certain shareholders.—IC-DISC benefits,
certain FSC benefits, the ''deemed paid” tax
credit under section 902, and the deferral of
subpart F income are lost at the shareholder
level. Sharehoiders in an IC-DISC, certain
FSCs or a foreign corporation must report
their prorated share of the tax benefits
denied. The denial of these benefits are
discussed in the specific instructions for
columns (4) through (7).

C. Boycott Operations.—All your
operations in a boycotting country are
considered to be boycott operations, unless
you rebut the presumption of participation
in or cooperation with the boycott, as
explained below. In addition, your
operations that are not in a boycotting
country are boycott operations if they are
connected to your participation in or
cooperation with the boycott.

You can rebut the presumption of
participation in or cooperation with a
boycott for a particular operation by
demonstrating that operation is separate

from any participation in or cooperation
with an international boycott. The
presumption applies only to operations in
countries that carry out the boycott, so you
do not need to rebut the presumption for
operations that are related to those
countries, but that take place outside them.

Specific Instructions

File Schedule B (Form 57 13) for the period
covered by your income tax return. Report
only your own taxes and income; do not
include other members of any controlled
groups to which you belong.

Column (1).—For each boycott operation
enter the name of the country to which your
international boycott operation relates. For
example, if you have an operation in
Country Z, which is not a boycotting
country, and the operation relates to
Country X, which is a boycotting country,
enter the name of Country X. The Secretary
maintains a list, under section 999(a)(3), of
countries that require cooperation with an
international boycott, but this list may not
be ali-inclusive.

Column (2).—For each boycott operation
enter the principal business activity code.
Page 4 of the Instructions for Form 5713
lists the codes.

Column (3).—For each boycott operation
briefly describe the principal business
activity.
IC-DISCs.—For each boycott operation
enter the product code and description in
parentheses, The Instructions for Schedule
N of Form 1120-I1C-DISC, list the codes.
Column (4).—For each boycott operation
enter the foreign taxes that are paid,
accrued, or deemed paid and are
attributable to the boycott operation. These
taxes are not eligible for the foreign tax
credit. Omit foreign taxes otherwise
disallowed under sections 901-907, 911, or
6038. For more information see Part N of
the Treasury Department's International
Boycott Guidelines.

Enter the column (4) total on line 2b,
Schedule C (Form 5713).

Column (5).—For each boycott operation
enter your prorated share of the controlted
foreign corporation's income that is
attributable to the boycott operation. (This
includes your share of the section 923(a)(2)
non-exempt income of a FSC.) This amount
is not eligible for tax deferral. Omit the
foreign corporation's income attributable to
earnings and profits that are included in
gross income under section 951 (except by
reason of section 952(a)(3)). Also omit
amounts excluded from subpart F income
by section 952(b). In figuring the amount to
enter in column (5), you are allowed a
reasonable amount for deductions
(including foreign taxes) allocable to that
income.

Enter the column (5) total on line 3b,
Schedule C (Form 5713).
Column (6).-~An IC-DISC’s taxable income
attributable to boycott operations is not
eligible for deferral. If you are a shareholder
in an 1C-DISC, follow these steps for each
boycott operation and enter the resuit in
column (6): Add the amount deemed
distributed for the tax year under
subparagraphs (A), (B), (C), (D), and (E) of
section 995(b)(1). Subtract this total from
the IC-DISC's taxable income attributable to
the boycott operation for the tax year,
before reduction for any distributions. 1f you
are a corporation, prorate your share of the
remainder and multiply by 16/17. If you are
not a corporation, prorate your share of the
remainder. Enter the result in column (6).
Enter the column (6) total on line 4b,
Schedule C (Form 5713).
Column (7).—A FSC's taxable income
attributable to boycott participation or
cooperation is not eligible for exemption
trom income tax. Enter in column (7) the
amount of taxable income attributable to
foreign trade income of a FSC that would
have been exempt it there had not been
boycott participation or cooperation for
each boycott operation.

Enter the column (7) total on line 56,
Schedule C (Form 5713).
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SCHEDULEC Tax Effect of the International Boycott Provisions

(Form 5713) OMB No, 1545-0216
(Rev. January 1986) > Attach to Form 5713. Expires 10-31-88
Departmant of the Treasury » For Paperwork Reduction Act Notice, see page 1 of Instructions for Form 5713.

Internal Revenue Service |

Name Taxpayer identifying number

1 Method used in computing loss of tax benefits under sections 908(a), 952(a)(3), 995(b)(1)(F)(ii) and 927(eX2) (check one):
a8 International boycott factor from Schedule A (Form 5713). See items 2a, 3a, 4a,and Sabelow . . . . A AN
b Identification of specifically attributable taxes and income from Schedute B (Form 5713). See items 2b, 3b, 4b, and 5b below .

2 Reduction of foreign tax cradit (section 908(a)):
a International boycott factor. Complete if you checked box 1(a) above and answered ‘'Yes' to foreign tax
credit question on line 7d, Form 5713—
(1) Foreign tax credit before adjustment (line 6, Part Hl, Schedule B, Form 1118 (Rev Oet. 1985)
(corporations); or line 5, Part IV, Form 1116 (1985) (individuais)) .

(2) International boycott factor (from Schedule A (Form 5713), line 3) .

(3) Reduction of foreign tax credit (multiply line 2a(1) by line 2a(2)). Enter here and on line 7, Part 1ll,
Schedule 8, Form 1118 (corporations); enter here and on line 6, Part IV, Form 1116 (individuals) ,

(4) Adjusted foreign tax credit (subtract line 2a(3) from line 2a(1)) . .

b Specifically identifying income and taxes. Complete if you checked box 1b above and answered “Yes" to
foreign tax credit question on line 7d, Form 5713, Enter the amount from tine 15, column (4), Schedule
B(Form5713) .

Enter the appropriate part of thls amount on hne 3, Part II Schedule B of all apphcable Form(s) 1118
orporations): or on line 4, Part Ilt, of all applicable Form(s) 1116 (individuals).
3 Denial of deferral under subpart F (section 952(a)(3)):
a international boycott factor. Complete if you checked box 1a above and answered ''Yes' to controlled
foreign corporation question on line 7b, Form 5713—
(1) Prorated share of total income of controlled foreign corporations (See instructions.) . .
(2) Prorated share of income attributable to earnings and profits of controlled foreign corporatlons
included in income under sections 951(a)(1)(AXii), 951(a)(1)(AXiii), 951(a)(1XB), 952(a)(1)
952(a)(2), 952(a)(4), and 952(b)

(3) Subtract line 3a(2) from line 3a(1) .

(4) Internationa! boycott factor (from Schedule A (Form 5713), line 3). . .
(5) Prorated share of subpart F international boycott income (multiply line 3a(3) by Ilne 3a(4)) Enter
here and on line 5, Worksheet A, contained in the Instructions for Form 5471
b Specifically identifying taxes and income. Complete if you checked box 1b above and answered “Yes
controlled foreign corporation question on line 7b, Form 5713. Enter the amount from line 15, column
(5), Schedule B (Form 5713). Also enter this amount on line 5, Worksheet A, contained in the
Instructions for Form 5471 . . . o .o Lo

4 Denial of IC-DISC benefits (section 995(b)(1)(F X(ii)):
8 International boycott factor. Complete if you checked box la above and answered “Yes'' to IC-DISC
question on line 7¢c, Form 5713—
(1) Prorated share of section 995(b)(1)(F)(i) amount (see instructions).

(2) International boycott factor (from Schedule A (Form 5713), line 3). .
(3) Prorated share of IC-DISC international boycott income (multiply line 4a(1) by hne 45(2)) (See
instructions.) .
b Specifically identifying taxes and income. Compiete 1f you checked box lb above and answered “Yes
IC-DISC guestion on line 7¢, Form 5713. Enter amount from line 15, column (6), Schedule B (Form
5713). Alsc enter this amount on the appropriate line of Schedule J, Form 1120-1C-DISC . .

Schedule C (Form 5713) (Rev. 1-86'
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% Denial of exemption of forsign trade income (section 927(e)(2)):

a International boycott factor. Compiete if you checked box 1a above and answered “Yes” to FSC question

online 7i, Form 5713,

(1) Add amount from columns (a) and (b), line 10, Schedule B (Form 1120-FSC). .

(2) International boycott factor (from Schedule A (Form 5713), line 3)

(3) Exempt foreign trade income of a FSC attributable to international boycott operations (multiply line
5a(1) by line 5a(2). Enter here and on line 1, Schedule F (Form 1120-FSC)

b Specifically attributable taxes and income. Complete if you checked box 1b above and answered “Yes” to
question on line 7i, Form 5713. Enter amount from line 15, column (7), Schedule B (Form 5713). Also
enter this amount on line 1, Schedule F (Form 1120-FSC)

Page 2
7 /
' /

o

v
/ /
Vi

Instructions

(Section references are to the Internal
Revenue Code.)

You do not need to complete
Schedule C (Form 5713) fora
partnership or an IC-DISC. You must
complete it, however, if you are a
partner or an IC-DISC shareholder.
Controlled Groups.~-Unless a
controlied group (described in section
993(a)(3)) files a consolidated return,
each member may choose
independently either to apply the
international boycott factor under
section 999(c)(1) or to identify
specifically attributable taxes and
income under section 999(c)(2). Each
member must consistently use a single

method to figure the loss of tax benefits.

For example, a member that chooses
to use the international boycott factor
must apply it to determine its loss of the
section 902 indirect foreign tax credit on
a dividend that another member of the
controlled group paid to it, even if the

other member determines its own loss of
tax benefits by identifying specifically
attributable taxes and income.

Thus, a person who applies the
international boycott factor to one
operation must apply the factor to all
that tax year's operations under section
908(a), 952(a)(3), 995(b)(1)(F)(ii) or
927(e)(2).

A person who identifies specifically
attributable taxes and income under
section 999(c)(2) must use that
method for all that tax year's
operations under section 908(a),
927(e)(2), 952(a)(3), or 995(b)(1)(F).

An IC-DISC whose tax year differs
from the common taxable year of the
controiled group of which it is a
member does not need to amend its
return to show on Schedule J (Form
1120-IC-DISC) the amount of IC-DISC
benefits lost because of boycott
participation. Since the IC-DISC
benelits are lost at the sharehoider
fevel, the shareholder must inciude in

income the prorated share of income
attributable to boycott operations
shown on line 4a(3).
Line 3a(1).—Enter your share of the
income of the controlled foreign
corporation on line 3a(1).

Non-exempt foreign trade income of
a foreign sales corporation (FSC) that
was computed without regard to the
administrative pricing rules is subject to
the subpart F rules. Enter your share of
these types of income on fine 3a(1).
Line 4a(1).-—Prorated share of section
995(b)(1 )(F)(i) amount.—A
noncorporate shareholder enters its
share of the earnings and profits of the
IC-DISC reduced by its share of the
distributions under sections
995(b)(1)(A), (B), (C), (D), and (E) on
line 4a(1). A corporate shareholder
takes its share of the earnings and
profits of the {C-DISC and reduces it by
the distributions under sections
995(b)(1)(A), (B), (C), (D), and (E). It
multiplies this amount by 16/17 and
enters the result on line 4a(1).

* US.GPO: 1908 -491-473/20079
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m Department of the Treasury
Iinternal Revenue Service

Instructions for Form 5713
(Revised January 1986)
International Boycott Report

(Section references are to the Internal Revenue Code.)

Paperwork Reduction Act Notice.—We ask for
this information to carry out the Internal Revenue
laws of the United States. We need it to ensure
that taxpayers are compiying with these laws and
to aliow us to figure and collect the right amount
of tax. You are required to give us this
information.

Eaponln‘ Operati —,. y R and
having operations in or related to boycotting

countries are required to report those operations,
the receipt of boycott miuom, and boycott
agreements on Form 5713.
Tax Banafits Which May Be Lost.—If there is
an agreement to participate in or cooperate with
an inter boycott, yers may lose a
portion of: the foreign tax credit (section 908(a));
deferral of taxation of sarnings of controlled
foreign corporations (section 952(a)(3)); deferral
of taxation of iC-OISC income (section
995(bX 1 XF (iiz); and exemption of foreign trade
income of a FSC (saction 827(e)(2)).

The loss of tax benefits must be reported on
either Schedule A or B (Form 5713}, on Schedule
C(Form 5713) and on Form 1116 (individuals)

4, are a partner in a partnership that has
operations; or
5. are treated under section 671 as the owner
of a trust that has operations

in or related to a boycotting country or with the
government, a company, or a national of a
boycotting country. However, if you are not a
United States person (as defined below), you
need not file Form 5713 unless you claim the
benetfits of the foreign tax credit under section
901, own stock of an IC-DISC or are a FSC that
has exempt foreign trade incorne.
U.S. Person.—A U.S. person inciudes: a citizen
or resident of the United States; a domestic
partnership; 3 domestic corparation; and any
estate or trust (other than a foreign estate or
foreign trust). (See section 7701(a)(30).)
8. When and Where to File.—File form 5713
(including Schedules A, B, and C, it applicable) in
duplicate when your tax return is due, including
extensions. Send one copy to the Internal Revenue
Service Center, Philadeiphia, PA 19255, and
attach the other copy to your income tax return.
C. Boycotting Country.—A boycotting country
1s any country which is an the list maintained by
the S y of the Treasury under section

Farm 1118 (corporations), Form 5471, Form
1120-IC-DISC or Form 1120-FSC.

Foreign Sales Corporations (FSCs) and
interast-Charge Domaestic International Sales
Corporations Ic-l)llc:).-Foroigg Sales
Corporations and Interest-Charge Domestic
International Sales Corporations were added to
the Code by the Tax Reform Act of 1984. These
entities are subject to the international boycott
provisions of section 999,

Foreign sales corporations that compute their
foreign trade gross income by using the
administrative pricing ruies of section 923(a)(3)
will tose all or a portion of their exemption if they
participate in ar coop with an inter t
bayeott. FSCs that do not use these pricing rules

999(a)}(3). The list currently (as of October 1,
1985) includes Bahrain, Iraq, Jordan, Kuwait,
Lebanon, Libya, Oman, Qatar, Saudi Arabia,
Syria, United Arab Emirates, Yemen Arab
Republic, and Peoples Democratic Republic of
Yemen,

Also, any other country in which you (or a
member of the controlled group of which you are
a member) have operations and which you know
or have reason to know requires any person to
participate in or cooperate with an international
boycatt other than a boycott referred to in section
999(b)(4)(A), (B). or (C) (see instruction F)is a
boycotting country.

D. Definition of “Operations.”—The term
“operations” encompasses all forms of business or
col ial activities and t tions (or parts of

may lose all or 3 portion of their if they
participate in or cooperate with an international
boycott. Additionaily, the amount of nonexempt
foreign trade income computed without regard to
the administrative pricing rules is subject to the
subpart F rules of sections 951-964. Accordingly,
for FSCs that have this type of income and that
are foreign corp U8,
sharehalders of the FSC witl be treated the same
as any other U.S. shareholder in a controlied
foreign corporation, The benefits of deferral will
be Jost at the sharehoider level.

IC-DISCs are, generally, treated in the same
manner that Domestic International Sales
Corporations were treated. Thus, if an IC-DISC
participates in or cooperates with an international
boycott, IC-DISC benefits will be lost at the
sharehalder level.

General instructions
A. Who Must Flle.—Excent as provided in
instruction F, you must file Form 5713 if you:

1. have operations; or

2. are a member of a controlled group (as

dehined in section 993(a)(3)). 2 member of
which has operations; or

3. are a United States shareholder (within the

meaning of section 951(b)) of a toreign
corp that has 15, but only if
you own (within the meaning of section
958(a)) stock of that foreign corporation; or

t ), whether or not productive of
income, including, but not limited to: selling;
purchasing; leasing; licensing; banking, financing,
and similar activities; extracting; processing;
manufacturing; producing; constructing;
transporting; performing activities ancillary to the
toregoing (e.g.. contract negotiating, advertising,
site selecting, etc.); and performing services,
whether or not ancillary to the foregoing.

You are considered to have operations “in a
boycotting country” if you have an operation that
is carried on in whole or in part in a boycotting
country.

You are considered to have operations “with
the government, a company, or a national of a
boycotting country” if you have an operation that
is carried on outside a boycotting country either
tor or with the government, a company, or a
national of a boycotting country,

You are considered to have operations “related

E. Boycott Requests. —A boycott request is any
request to enter 1nto an agreement that would
constitute participation in or cooperation with an
International boycott

F. Special Filing Situations and Waivers
Regarding Form 5713.—

1. Controlled Groups. —1f you are a member of
a controlied group of corporations, you do not
have to fite Form 5713 if you joined in the filing of
a consolidated income tax return and Form 5713
was filed on behalf of all members of the
controlled group who joined in the filing of that
return. if the consolidated return is not filed on
your behalf, you must separately file Form 5713,

Also, you, as a member of a controtied group,
do not have to file Form 5713 if, for your tax year,
all four of the following conditions are met: (a)
you have no operations in or related to a
boycotting country (or with the government, a
company, or a national of a boycotting country),
and owned no stock, directly or indirectly, of any
corporation having such operations; (b) you
received no boycott request and owned no stock,
directly or indirectly, of any corporation receiving
such requests: (c) you are not entitled to (or you
forfeit) any benefits of deferral, IC-DISC, FSC, or
the foreign tax credit; and, (d) you attach to your
income tax return g certiticate signed by a person
authorized to sign the tax return of the common
parent of your group stating that Form 5713 was
filed on your behalf.

2. Partners. ~—~Generally, if you are a partner in
a partnership that has operations in a boycotting
country, you are required to file Form 5713.
However, if the partnership did not participate in
or cooperate with an international boycott and
filed Form 5713 with its Form 1065, then you
need not file Form 5713 if you have no operations
in or related to a boycotting country, or with the
government, a company, or a national of a
boycotting country other than the operations that
are reported on the Form 5713 filed by the
partnership.

3. U.S. Sanctioned Boycotts.—Section
999(b)(4XA) permits you to meet the
requirements imposed by a foreign country with
respect to an international boycott if United
States law or regulations, or an Executive Order,
sanctions participation in or cooperation with that
international boycott. You need not report
operations that fall within this exception.

4. Prohibition on fmportation and
Exportation. —Although you may agree to comply
with prohibitions on exportation or importation
described in section 9939(b)(4)(B) and section
999(b)4)(C) without incurring tax sanctions, you
must report the operations under such
agreements on Form 5713,

5. Unsolicited Tender Invitations.—If you
receive an unsolicited tender invitation which
contains a request to participate in or cooperate
with an international boycott, you do not have to
report the request unless you respond to the
invitation.

6. United States Subsidiary or Sister
Corporation.—If you are required to file Form
5713 and you are a subsidiary or sister
corporation of a foreign corporation that is not
required to file Form 5713, you de not have to
report the operations, boycott requests, and
boycott participation or cooperation of that
foreign corporation if you do not claim, or if you
forfeit, the benefits of deferral, IC-DISC, FSC and
the foreign tax credit attributable to: (a)
operations related to boycotting countries in
connection with which there was participation in
or cooperation with an international boycott, and
(b) operations in boycotting countries which you
cannot clearly are clearly sepi

to a boycotting country” if you have an 1
that is carried on outside a boycotting country for
the government, a company, or a national of a
non-boycotting country if you know or have reason
te knaw that specific goods or services produced
by the operatian are intended for use in a
boycotting country, or for use by or for the benefit
of, the government, a company, or a national of a
boycotting country, or for use in forwarding or
transporting to a boycotting country,

and identifiable from op in connection
with which there was participation in or
cooperation with an international boycott.

It the foregoing conditions are satisfied, and
the anly reason you are required to file Form
5713 is that your foreign sister or foreign parent
has reportable operations in or related to a
boycotting country (or with the government, a
company, or a national of a boycotting country),
then you need not file Form 5713.
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This waiver does not relieve you of your
obligation to report the operations, boycott
requests, and boycott participation or
cooparation of yourself, of United States
members of your controlled group, and of foreign
corporations of which you are a U.S. shareholder.
i you are required to report on behalf of a fareign
corporation of which you are a U.S. shareholder,
you must report ail operations, boycott requests,
and boycott participation or cooperation of that
'omgn corporation whethcr or not (hcy are

with the conduct of a trade
of business in the Unl!ad States.
7. Foreign C That Are ired to

shareholders, or ait partners, compute the loss of
their tax benefits using the boycott factor
exclusively, or the specificaily identifiable taxes
and income method exclusively. In such cases,
the IC-DISC and the partnership need complcte
only parts of S A or parts of S B.

H. Penalties—Willful Failure to Report.—The
wiilful failure to file Form 5713 may resuit in
fines of $25,000, imprisonment for not more
than one year, or both.

Specific Instructions
C Taxable Year of Controlled Group.—

Report Becsuse of 1).S. Branch Opmnons —If
you are a foreign cor ration engaged in
operations in the U.S. through a branch and are
required to file Fovm 5713, you do not have to
report the operations, boycott requests, and

ott participation or cooperation of your non-
U.S. parent, ies, or sister
und your own operations, baycott requests, and
boycott participation or cooperation that do not
relate to your U.S. branch if you do not clnim, or if
you forfeit, the benefits of deferral, DISC, FSC,
and the 1orm$n tax cmdn( attributable to: (a)

connccnon with whuch theu wu pamcipation in
tion with an boycott; and
(h) opcrltlom in boycetting countries which you

The taxabie year for a controlied group is the
same as the common taxable year (from fine
45(3)).

1. Individuals.——Enter your adjusted gross
income (e.g., for 1985, line 32, Form 1040).

2c. Partnerships and Corporations.—Enter
your principal business activity code number and
description. Pa% e 4 of the instructions provides
the code list of business activities for
corporations and partnerships. Usln’ this list,
enter the code number for the specific lndustry
group from which the largest percentage of “total
receipts” was derived. On Forms 1120, 11208,
and 1120F, total receipts means gross receipts
(Forms 1130 and 11208, page 1, fine 1a; and
Form 1120F, page 3, line 1a plus alt other
income (Forme 1120 and 11208, page 1. lines 4
through 10; and Form 1120F, page , lines 4
through 10). For IC-DISCs, “total raculpﬂ means
all income (page 1, line 1, Form 1120-IC-DISC).
Su the InstrucAuons for Form 1120-1G-DISG for

cannot clearly  are clearly

and identifiable from in

with which there was pmlclpanon inor
perati th an bo yco!!

If the f and
neither your.U S bmnch nor any u.s. ber of
your ¢ grol ions in or related
to a boycomng ceuntry (er with the government.

ing country),

thnn you noad not tfite Form 5713

This waiver does not relieve you of your
obligation to report all operations, boycott
requests, and boycott participation or
cooperation of your U.S. branch and of all U S,
members of each controlied group of which you
are a member.

Moreover, all the operations, boycott requests,
and boycott participation or cooperation of your
U.S. branch must be reported even if they relate
to the branch's op that are not eff y
connected with a U.S5. trade or business.

of an IC-DISC. Fer
partnerships, “total receipts” on Form 1065
means gross receipts (page 1, lina 1) plus all
other income (page 1, lines 4 through 10). For
FSCs, enter total of columns (a) and (b), line 6,
Schedule B (Form 1120-FSC).

24, 1C-DISCs.~—Enter the major product code
number and description from Schedute N, Form
11204C-DISC, page 5. This is the code number
for the major product or service (as measured by
lexpog gross receipts) sold or provided by the

4b. Common Taxable Year Efection.—in
general, the common taxable year of the
controlled group is the taxable year of the

1 parent. However, the members of the

Additionally, if you or any ofa

group of which you are a member engages in
operations in the United States directly rather
than through the U.S. branch, and those
operations are also operations in or related to a
boycotting country, or with the government, a
company, or national of a boycotting country,
then you must report those operations, as well as
all boycott requests and boycott participation or
cooperation relating to those operations.

G. International Boycott Factor and

controtled group may elect the taxable year of any
member of the group as the comman taxable
year. This election is made by entering the name,
taxable year and employer identification number
of the designated corporation on line 4b.

All members of a controlled group must
consent, in writing, to the common taxable year
elaction. A common parent may consent to the
common taxable year election on behalf of all
members of the controlled group that joined with

Spacifically Taxes and | e
If there is participation in or cooperation with an
international boycott, you must compute the loss
of tax benefits. You may either use the
international boycott factor, or you may
determine the taxes and income specifically
attributable to boycott operations.

If you compute the ioss of tax benefits by using
the international boycott factor, complete
Schedules A and C (Form 5713). If you
determine taxes and income specifically
attributable to boycott operations, complete
Schedules B and C (Form 5713).

Schedufes A, B, and C (Form 5713) need not
be filed if there was no participation in or

p with an internati boycott.

IC-DISCs and partnerships need not complete
Schedute C. However. they must compiete parts
of both Schedules A and B, unless all

Page 2

4c(1). Corporations.—Enter the amount of total
assets (e.g.. for 1985 forms, enter):

(a) Form 1120: Schedule L, line 14, column (d);

(b) Form 1120-1C-DISC: Schedule L, fine 3,
column (b);

(c)(i’o)rm 1120F: Schedule L, line 14, column

(d) Form 1120S: Schedule L, line 14, column (d);

(e) Form 1120L: From Form 1120L;

(f) Form 1120M: Annual Statement, page 11,
line 22 (sum of columns 1 and 2);

(g) Form 1120-FSC: Schedule L, line 14,
column (d).

4¢(2). Corporations.—Enter the amount of
taxable income before net operating loss and
special deductions (e.g., for 1985 forms, enter):

(a)Form 1120: Page 1, line 28;

(b) Form 1120-1C-DISC: Page 1, line 5 (Taxable
income before net operating ioss deduction
and dividends-received deduction);

{c) Form 1120F: Page 3, line 29;

(d) Form 1120S: Page 1, line 28 (Taxable
income);

(e) Form 1120L; From Form 1120L;

(f) Form 1120M: Page 1, line 4 (Taxable
income before unused loss deduction);

® Fgrm 1120-FSC: Schedule B, Part I, line

6.-Enter the applicable amsunts as follows:

(a) Foraign tax credit before adjustment (se,g.,
Imo 6, Pnn Ill, Schedule B, Form 111
(Rav. 10-85) (corporations)); of line 5, Part
v, Form 1116 (1985) (individuals);

(b) Pro rata share of total income of controlled
foreign corporation (line 20, Schedule C,
Form5471);

(c) Pro rata share of section 995(b)(1)(F)(i)
amount (pro rata share of line 8, Part |,
Schedule J, Form 1120-1C-DISC).

(d) Exempt foreign trade income of a FSC.
Enter total of columns (a) and (b), line 10,
Schedute B (Form 1120-FSC).

Questions 7 through 13.

Fllers Who Are Not Members of a Controlled
Group.—Your answers to questions 7-13 on
Form 5713 must reflect your operations, boycott
requests and boycott participation or cooperation
for your tax year. In addition, if you are:

(8) a United States sharehoider of a foreign
corporation; or

(b) a partner in a partnership; or

(c) treated under section 671 as the owner of 3
trust,

then your answers to questions 7-13 must aiso
refiect the operations in or related to boycotting

the parent in filing a consolidated countnes (or with the government, a company, or
return. Foreign corp which are b of a boy g country), boycon
of a controlled group need not sign the t if r and boycott partici

they are not required to report. However, if the
foreign corporation subsequently becomes liable
to report, then it is bound by the common taxable
year election previously made by the group. A
copy of the consent must be attached ta each
member's Form 5713 filed for the first taxable
year of such ber to which the )

cooperation of the formgn corporatlon
partnership, or trust.

When you report on behalf of a foreign
corporation as a United States shareholder,
report the foraign corporation's aperations,
boycott requests, and boycott participation ar

taxable year election applies. in the event no
common parent exists and no consensus is
reached by the members of the controlled group,
the common taxable year of the group wiil be the
taxable year of the member of the controlled
group whose taxable year ends in the |atest
month of the calendar year. The taxable year
election is a binding election and can be changed
only with the approval of the Secretary of the
Treasury.

for the foreign corporation’s tax year
that ends with or within your tax year.

When you report on behalf of a partnership as a
partner, report the partnership’s operations,
boycott requests, and boycott participation or
cooperation for the partnership’s tax year that
ends with or within your tax year.

Page 60

GAO/GGD-91-105 Boycott Tax Code Provisions




Appendix III

IRS Form 8713-International Boycott Report

When you report on behalf of a trust as its
owner under section 671, report the trust's
oparations, boycott requests, and boycott
participation or cooperation for your tax year.

Filers Who Are Members of a Controlled Group
of Carporations.—-If you are a ber of a

on the Form 5713 filed by Corporation D for its
tax year ending June 30, 1986, will be identical
to those on the Forms 5713 filed by Corporations
A, B, and C for their taxable years ending
December 31, 1985. Thus, the answers to
questions 7-13 on the Form 5713 fited by

trolled group of corp: , the answers {0
questions 7-13 on the Form 5713 filed by you for
your tax year must reflact:

(a) your operations, boycott requests, and
boycott participation or cooperation (and
those of any trust of which you are
treated as the owner under section 671)
for your tax year that ends with or within
the common taxable year that ends with
:r within your tax year (see instruction

b);

(b) the operations, boycott requests, and
boycott participation or cooperation of
each other member of the controlied
group (and those of any trust of which a
memoer of the controlled group is
treated as the owner under section 671)
for esach member's tax year that ends
with or within the common taxabie year
that ends with or within your tax year;

(c) the operations, boycott requests, and
boyeott participation or cooperation of
each foreign corporation or partnership
on whose behaif you are reporting as a
United States shareholder or as a
partner, for the tax year of the foreign
corporation or the partnership that ends
with or within your tax year that ends
with or within the common taxabie year
that ends with or within your tax year;
and

orp D for its tax year ending June 30,
1986, will not reflect any of Corporation D’s
operations for its fuly 1, 1985-June 30, 1986 tax
year.

Part I.—Operations in or Related to a
Boycotting Country

8. Boycott of Israel.—Question 8 concerns
operations in or related to countries on the
Secretary's list of countries associated in the
boycott of israel (or with the governments,
companies, or nationals of those countries). Use
a separate line for each country or each person
having operations in that country, but do not use
separate lines for separate operations by the
same person in the same country.

Column (2).—Enter the taxpayer identifying
number of each person having operations in or
related to any of the listed countries. Inciude the
taxpayer identifying number of all members of
your controlled group which have operations in or
refated to the listed countries.

Additionally, if you or a member of your
controlied group 1s the United States shareholder
of a foreign corporation which has operations in
or related to the listed countries (or with the
governments, companies, or nationals of those
countries), enter your employer identification
number or the employer identification number of
the member of your group who is the United
States shareholder, and in parentheses entar the
name and employer identification number, if

(d) the 15, boycott and
boycatt participation or cooperation of
each foreign corporation or partnership
on whose behalf a member (other than
you) of the controlied group is reporting
as a United States sharehoider or as a
partner, for the tax year of the foreign
corporation ot the partnership that ends
with or within such member’s tax year
that ends with or within the common
taxable year that ends with or within
your tax year,

The net effect of thase reparting requirements
is that the answers ta questions 7-13 generally
are identical for each member of the controlled
group and need only be updated on a group basis
once a year. The information is updated at the
close of the common taxable year, and is reported
by each member of the group for its tax year that
ends with or after the comman taxable year. i
the tax years of all members, foreign
corporations, and partnerships coincide with the
common taxable year, then all information is
reported on a current basis.

it all tax years do not coincide, then all or some
of the information reported will reflect a time
period that 1s out of phase with the reporter’s tax
year.

Example.—Assume that Corporations A, B, C
and D are all members of a controlied group.
Corporation A is the common parent and no
common taxable year election is made.
Corporations A, B, and C report on the basis of a
calendar year. Carporation D reports on the basis
of a July 1-June 30 taxable year. Corporation C
owns 15 percent of Foreign Corporation X.
Corporation X reports on the basis of an April 1-
March 31 tax year. Corporations A, B, C, D, and X
have operations in boycotting countries. The
answers 10 questions 7-13 on the Forms 5713
filed by Corporations A, B and C for their 1985
tax years will reflect the operations of
Corporations A, B and C for the 1985 tax year,
the operations of Corporation D for the period

Juiy 1, 1984-June 30, 1985, and the operations
of Corporation X for the period Aprit 1, 1984-
March 31, 1985. The answers to questions 7-13

le. of the foreign corporation having the
operation in or related to the listed countries.

Column (3).—Enter the principal business
activity code number (see page 4) of the person
having operations.

Column (4).——Enter a brief description of the
principal business activity.

Cotumn (5).—If you are an IC-DISC, enter the
product code. (See instructions for Schedule N
(Form 1120-IC-DISC).)

9. Non-Listed Countries Boycotting Israsl.—If
the answer to question 9 is *Yes," use the same
procedure outlined in the instructions for
question 8 for any nonlisted countries which you
know or have reason to know require
participation in or cooperation with the
international boycott of Israel.

10. Boycotts of Countries Other Than Israel.—
If the answer to question 10 is "Yes,” use the
same procedure outlined in the instructions for
question 8 for any international boycatt other
than the boycott of Israel.

11, Boycott Requests.—If you receive a
substantial number of similar requests, you may
attach a copy of one of these requests and attach
a statement stating the number and nature of ail
other requests received.

12. Boycott Agreements.—if a substantial
number of boycott agreements were entered into
or were effective for the period covered by the
report, and the boycott clauses are similar, you
may attach a sample boycott clause and attach a
statement stating the number and general nature
of all other boycott clauses and agreements
entered into. An agreement to participate in or
cooperate with an international boycott continues
for the entire period for which it (s in effect and
must be reported every year that it is in effect.
Thus, a boycott agreement that continues over a
three year period must be reported as
participation in or cooperation with an
international boycott in each of those three years.

Part Il.—Requests for and Acts of
Participation in or Cooperation with
an International Boycott

13a.—Check “Yes" for any requests received or
agreaments entered into or continuing in effect
during the period covered by the report with
respect to any internati boycott not

in instruction F.3. If no requests were received
and no agreements were entered into or were in
effect, enter "No."

13b.—Use a separate line for each country,
each person, and each type of participation or
cooperation, but do not use separate lines for
similar types of participation or cooperation by
the same person in the same country.

Column (2).—Enter the taxpayer identifying
number of the person recewving the request or
having the agreement.

Column (3).-—Enter the principal business
activity code number (see page 4) of the person
receiving the request or having the agreement.

Column (4).—Enter a brief description of the
principal business activity of the person receiving
the request or having the agreement (see page
4).

Column (5).——If you are an IC-DISC, enter the
product code. (See the instructions for Schedule
N (Form 1120-IC-DISC).)

Columns (6) and (8).—Enter in column (6) the
total number of requests of the same type that
were received by the same person in the same
country. Enter in column (8) the total number ot
agreements of the same type that were entered
into by the same persan in the same country.

Column (7).—Enter the code number listed
below which indicates the type of participation or
cooperation requested.

Column (9).—Enter the code number listed

beiow which indicates the type of participation or
cooperation agreed to.

Code Typ.o of Participation or

P q d or Agreed to

01 ... Refrain from doing business with or in a
country which is the object of the boycott
or with the government, companies, or
nationals of that country.

02 . . . Refrain from doing business with any
United States person engaged in trade in a
country which is the object of the boycott
or with the government, companies, or
nationals of that country.

03 . . . Refrain from doing business with any
company whose ownership or
management is made up, all or in part, of
individuals of a particular nationality, race.
or religion, ar to remove (or refrain from
selecting) corporate directors who are
indwviduals of a particular nationality, race,
or refigion.

04 . . . Refrain from employing individuals of a
particular nationality, race, or religion.

05 ... As a condition of the sale of a product to
the government, a company or a national
of a country, to refrain from shipping or
insuring products on a carrier owned,
leased o7 operated by a person who does
not participate in or cooperate with an
international boycott.

Page 3

Page 61

GAQ/GGD-91-105 Boycott Tax Code Provisions




Appendix III

IRS Form 5713-International Boycott Report

These industry titles and definitions are based, in general. on the Standard

Industrial Ciassification System authorized by the

Analysis Division, Otfice of Information and Regulatory Atfairs, Otfice of

Codes for Principal Business Activity

egulatory and Statistical

Management and Budget, to classity enterprises by type of activity in which

they are engaged.

Using the list below, enter the code for the specific industry group from which
the largest percentage of “total receipts” is derived. For an explanation of the
procedure used to determine total receipts, see instructions for fine 2¢

c AGRICULTURE, FORESTRY, AND FISHING
00

8288 ricultural production
Zrlcuhuut sarvices, forestry, fishing, hunting,

Code
Rubbar and mitc. piastics products:
3050 Rubber products; plastics footweat, hose and

belting
307Q Misc. plastics products,

NG trapping.
MINING
Mstal mining:
101 Iron o

1070 Copper, lead and zinc, gold and silver ores

1098 Other metal mining.

1150 Coat mining.

Oil and gas extraction:

1330 Crude petroleum, natural gas, and natural gas
hquids,

1380 OII and gas field services.

Nonmetatiic minerals (excapt fuels) mining:

1430 Dimension, crushed and broken stone; sand and
gravel.

1498 Other nonmetaliic minerals. except fueis.

Leather and eather products:

3140 Footwear, excent rubber.

3198 Other leather and leather praducts.

Stone, clay, glass, and concrete products:

3225 Giass products.

3240 Cement, hydraulic

3270 Congrete, gypsum, and plaster products.

3298 Other nonmetaliic mineral products.

Primary metal industries:

3370 Ferrous metal industries; misc. primary matal
products.

3380 Nonterrous metal industries.

Fabricated metal products, except machinery and

transportation equipment:

3410 Metal cans and shippin;

RETAIL TRADE

Code

aulldln; mnarlnl; mrdwau garden supply, and
robile home de:

5220 Building matena!s dealers

5251 Hardware stores

5265 Garden supplies and mobile home dealers.
5300 General merchandise stores.

5400 Food stores.

Automotive deslers and service stations:
5515 Motor vehicle dealers.

554 1 Gasoline service stations.

5598 Other automotive dealers

5600 Apparei and accessory stores.

5700 Furniture and home furnishings stores
5800 Eating and drinking places.

Misc. retail stores:

5912 Drug stores and propnetary stores.

5921 Liquor stores.

5995 Other misc. retail stores

CONSTRUCTION
Ganersi buliding and

1510 General building contractors.

1531 Operative builders.

Heavy eonstruetion contractors:

1611 Highway and street construction

1620 Heavy construction, except highway
Special trade contractors:

1711 Plumbing, heating, and air conditioning
1721 Painting, paperhanging. and decorating.
1731 Electrical work,

1740 Masonry, stonework, and plastering,

3428 Cutlery, hand tools, and hardware; screw machine
products, bolts, and similar products.
3430 P|umbmg and heating, except electric and warm

3440 Fabnca(nu structural metal products.

3460 Metal forgings and stampings.

3470 Coating, engraving, ang aflied sefvices,

3480 Ordnance and accessories, except vehicies ang

guided missiles

3490 M|sc fabricated metal products.

Machinary, axcept alectrical:

3520 farm machinery.

3530 Construction, mining, and materials handling
machinery and equipment

FINANCE, INSURANCE, AND REAL ESTATE
Banking:

6030 Mutual savings banks.

6060 Bank holding companies.

6090 Banks, except mutual savings banks and bank
holding companies.

Credit agencies other than banks;

6120 Savings and loan associations

6140 Personal credit institutions.

6150 Business credit institutions.

6199 Other credit agencies.

Sacurity, commodity brokers, dealers, exchanges,

and services:

540 Metalworking machiner, 6210 Security brokers, dealers, and flotation

{;:? 5:2?&"’:’43%3.""’:.’(’.’?& i 8 Sm"" '"dus ry iy, except ']
177160 u:(. ok, ork. 6299 Commodity contracts brokers and dealers;

n 3560 Gcnerm |nduslnal machinery. security and commodity exchanges; and allied
1781 Water well drilling. 3870 Office, and services.
1790 M special trade 3598 Engines and (urbmes service industry machinery, 'G'sl;;l""'“:

and other machinery, except electrical. ife insurance.
Faod and ki ¢MA°’:UFA~CTURING and Cmachin ¥, equi tand | 6356 Mutual insurance, except fife or manne and
and Kindred products: supplies: certain fire or flood insurance companies.

2010 Meat products. 3530 Household appliances. 6359 Other insurance companies.
2020 Dairy products. 3665 and i 6411 agents, brokers, and services,
2030 Preserved fruits and vegetabiss. 3670 Electvomc components and accessories, Reai Estate:
2040 Grain mill products. 3698 Other electric equipment 6511 Real estate operators (except deveiopers) and

2050 Bakery products.

2060 Sugar and confectionery products.

2081 Malt liquors and malt.

2088 Alcaholic beverages, except malt liquors and malt

2089 Battled soft dninks, and flavonings.

2086 Other food and kindred products.

2100 Tobacco manutacturers.

Textile milt products:

2228 Weaving milis and textile finishing.

2250 Knitting mills.

2298 Other textile mill products.

Apparel and other textlle products:

2315 Men's and boy’s clothing.

2345 Women's and chiidren’s clothing.

2388 Hats. caps, millinery, tur goods, and other appare!
2nd sccessories.

2390 Misc. fabricated textile progucts.

Lumber and wood products, except furniture:

2415 Logging camps and logging contractors, sawmills
and planing mills.

2430 Miliwork, plywood. and ralated products

2498 Other wood products, including wood buildings
and mobile homes.

2500 Furniture and fixtures.

Paper and allied products:

2625 Pulp, paper, and board miils.

2699 Other paper products.

Printing, publishing, and allled industries:

2710 Nawspapers.

2720 Periodicals.

2735 Books, greeting cards, and misc. publishing

2799 Commaercial and other printing, and printing trade

sarvices
Chemicals and allied products:

plastics and

15
synthetics.
2830 Drugs.
2840 Soap, cieaners, and totiet goods.
2850 Paints and allied products.
2898 Agricultural and other chemical products.
Patroleum refining and related industries (including
thosa integrated with axtraction):
910 P refining (including those
with extraction).
2998 Other petroleum and coal products
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Transporiation equipment:

3710 Motor vehicles and equipment.

3725 Aircraft, guided missiles and parts,

3730 Ship and boat building and repairing.
3798 Other lransponatlon equipment.

and modlal nodl. walches and clocks:

3815 Scientific instruments and measuring devices;
watches and clocks.

3845 Oghcal medical, and ophthaimic goods.

3860 Photographic equipment and supplies.

3998 Other manufacturing products.

GAS, AND SANITARY SERVICES
Transportation:
4000 Railroad transportation
4100 Local and interurban passengev transit,
4200 Trucking and warehousing.
Other lumponlﬂon lncludln; transportation
services:
3?‘88 yatsr transportatio.
ansportation by air.

4722 Passenq nrans ortation afrangement.
4723 Freight transpos aimn arrangement.
4799 Other transportahon services.
Communication:
4825 and other

services,
4830 Radio and television broadcasting.
Electric, gas, and sanitary services:
4910 Electric services.
4920 Gas production and distribution.
4930 Combination utility services
4990 Water supply and other sanitary services.

DAl idbiaklabriin . 1 A bl D
TRANSPORTATION COMMUNICATION, EI.ECTRIC.

lessors of buildings.
6516 Lessors of mining, oil, and similar property
6518 Lessors of raitroad property and other real
praperty.
6530 Ci and
housing associations.
6550 Subdividers and developers.
6599 Other reat estate
Holding and other Investment companies:
6742 Regulated investment companies.
6743 Real estate investment trusts.
6744 Small buginess investment companies.
6749 Holding and other investment companies, except
bank holding companies.

SERVICES
7000 Hotels and other lodging places.
7200 Personal services.
Business services:
7310 Advertising.
7340 Services to buildings.
7370 Computer and data processing services,
7392 Management, consulting, and public relations
services.
7384 Equipment rental and leasing.
7398 Other business services.
Auto repair and services; misc. repair services:
7500 Auto repair and services.
7600 Misc. repair services.
Amusement and recreational services:
7812 Motion picture production, distnbution, and

Services.
7830 Motion picture theaters.
7800 and

purable WHOLESALE TRADE

3008 Machinery, equipment, and supplies.

010 Motor vehicles and automotive equipment.
030 Lumber and construction materials.

050 \d‘atgls and minerais, except petroleun and scrap.
ectric goods.

Hardware, plumbing and heating equipment.
O(her durs B 8 B equip
Nondurable

110 Paper and paper products.

129 Drugs, chemicais, and aliied products,

130 Apparel, piece goods, and notions.

140 Groceries and related products.

150 Farm-product raw matenals

170 Petroleum and petroleum products.

180 Alcoholic beverages.

190 Misc. nondurable goods.

services, except
motion mictures.

Other services:

8015 Oftices ot physicians, including osteopathic
physicians

8021 Otfices of dentists.

8050 Nursing and personal care facilities

8071 Medical laboratories

8099 Other medical services.

8111 Legal services.

8200 Educational services.

8911 Engineering and architectural services.

8932 Certified public accountants.

8933 Other accounting, uditing, and bookkeeping
services.

8999 Other services, not elsewhere Classified

* US.GP.O: 1086 ~4914473/20068
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Appendix IV

Major Contributors to This Report

Jose Oyola, Assistant Director, Tax Policy and Administration Issues
General Government Galen van Rensselaer, Evaluator

Division, Washington, Susan Baker, Information Processing Assistant
D C Dorothy Maxwell, Clerk-Typist

Alan Bennett, Evaluator-in-Charge

Philadelphia Regional
Office
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